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Chapter  I 
Overview 


Purpose  and  Focus  of  the  Study 

The  purpose  of  this  Study  was  to  investigate  physician  reimbursement 
methods  within  health  maintenance  organizations  to  determine  what,  if 
any,  effects  the  reimbursement  arrangement  may  have  on  the  physician's 
use  of  the  hospital.     The  following  specific  questions  were  to  be 
addressed  in  the  study ; 

1)  Precisely  how  are  physicians  reimbursed  by  various  forms  of  HMOs? 
Particularly,  to  what  degree  are  physicians  financially  "at  risk" 
for  either  the  hospitalization  performance  or  the  overall  performance 
of  the  HMO? 

2)  What  incentives  do  these  reimbursement  methods  generate  for  physician 
behavior,  particularly  with  regard  to  eliminating  unnecessary  hospital 
use  and  substituting  ambulatory  for  inpatient  care? 

3)  What  evidence  is  available  on  the  effect  of  such  incentives  on 
hospital  use,  hospital  costs,  and  total  medical  care  costs  of  HMO 
members?    What  are  the  shortcomings  of  the  available  evidence,  and 
how  can  this  topic  be  further  studied  (what  is  the  conceptual 
framework  and  what  are  the  data  needs?)? 

4)  What  are  the  implications  of  the  evidence  for  future  reimbursement 
policies,  in  particular  for  non-HMO  physicians?    Are  certain  aspects 
of  HMO  reimbursement  methods  transferable  to  non-HMO  settings? 

To  answer  these  questions  a  comprehensive  exploratory  case  study  approach 
was  employed.    This  approach  was  felt  to  be  most  desirable  because  the 
organizational  diversity  of  HMO  forms,  the  difficulties  of  developing 
appropriate  measures  of  hospital  use,  and  the  potential  unavailability 


of  data  ruled  out  attempting  a  multivariate  analysis  of  the  universe 
of  HMOs.     One  of  the  objectives  of  this  study  was  to  examine  the 
feasibility  of  implementing  a  larger  scale,  quantitatively  oriented, 
multivariate  analysis. 

Study  Approach 

The  study  was  divided  into  the  following  tasks : 

1)  Conceptual  development  and  preparation  for  case  studies  (including 
a  review  of  relevant  literature  and  preparation  of  three  working 
papers : 

•  Working  Paper  No.  1  -  Conceptual  Framework 

•  Working  Paper  No.  2  -  Background  Literature  and  Surveys 

e    Working  Paper  No.  3  -  Preliminary  Selection  of  Case  Study 
Candidates  and  Suggested  Case  Study  Protocol 

2)  Case  Study  sample  selection,  development  of  site  visit  protocol,  and 
agreement  of  participants 

3)  Nine  site  visits,  including  background  preparation  and  post-visit 
summaries 


4)  Analysis  of  findings  and  preparation  of  draft  report 

5)  Seminar  with  HMO  participants,  HEW,  and  others  to  review  and  discuss 
findings 

6)  Preparation  and  dissemination  of  final  report 

The  key  activity  was  HMO  selection,  since  the  study's  validity  rested 

in  part  on  selection  of  HMOs  representing  diverse  organizational  structures 

and  reimbursement  arrangements.     In  November,  1974,  InterStudy  surveyed 
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all  known  HMOs  in  the  country.  Part  of  that  survey  requested  information 
on  physician  reimbursement  arrangements.  Based  on  the  responses  five  (5) 
reimbursement  categories  were  defined  and  each  responding  HMO  assigned  to 
a  category.    Table  1  presents  these  groupings: 


TABLE  1 


Category 

Type  of 

Physician 

Payment 

Percent  of 
Physicians  1 
Income 
From  HMO 

Physicians  Sharing 
in  Hospitalization 
Surpluses  or  Loss 

1 

Capitation/ 
Salary 

Over  50% 

Yes 

2 

Capitation/ 
Salary 

Over  50% 

No 

3 

Capitation/ 
Salary 

Under  50% 

Yes 

4 

Fee-for- 
Service 

Under  50% 

Yes 

5 

Either 

Under  50% 

No 

Number  of 
Respondents 
In  Each 

Category  as  of 
January  1975 

8 
21 
20 
15 
14 


TOTAL 


78 


It  was  theorized  that  the  incentives  on  physicians  to  control 
hospitalization  would  be  progressively  weaker  from  category  one 
through  category  five. 

Table  2  lists  the  nine  HMOs  that  participated  in  this  study 

(a  discussion  of  the  overall  site  selection  process  is  contained 

in  Appendix  1) . 
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TABLE  2 


Reimbursement 


HMO  Location  Category 

Rhode  Island  Group  Health  Association  Providence  1 

Group  Health  of  Arizona  Tucson  2 

Genesee  Valley  Group  Health  Association  Rochester,  NY  2 

Health  Maintenance  Plan  Cincinnati  2 

Community  Health  Program  of  Queens/Nassau  New  Hyde  Park,  NY  2 

Franklin  Area  Health  Plan  Farmington,  ME  3 

New  Mexico  Health  Care  Corporation  Albuquerque  4 

North  Central  Health  Protection  Plan  Wausau,  WI  4 

Portage  County  Health  Guard  Stevens  Point,  WI  4 


The  first  five  HMOs  are  group  practice  programs  (PGP)  and  the  latter 
four  are  individual  practice  associations  (IPA) . 

Comparing  the  final  category  selection  in  Table  2  with  the  Category 
distribution  in  Table  1  reveals  a  biased  selection  in  that  no  HMOs 
from  the  fifth  category  were  interviewed,  categories  2  and  4  are 
over-represented,  and  category  3  underrepresented.    This  bias  results 
primarily  from  a  time  lag  between  the  proposal  and  execution  of  this 
project,  which  will  be  addressed  below.     At  the  same  time  the  catego- 
rization of  HMOs  according  to  pre-conceived  expectations  of  the  strength 
of  selected  factors  influencing  physician  utilization  behavior  may  serve 
to  organize  HMOs,  but  based  upon  our  findings,  it  appears  to  have  little 
relevance  to  the  real  factors  that  influence  physician  practice  behavior 
in  HMOs. 

The  time  lag  problem  referred  to  above  occurred  in  the  following  manner. 
The  categorization  of  HMOs  by  reimbursement  method  was  based  on  HMO 
responses  to  a  November,  1974,  survey  of  reimbursement  arrangements.  The 
first  proposal  was  submitted  to  HEW  in  early  1975  with  current  infor- 
mation.    By  the  time  the  award  was  made,  in  early  1977,  not  only  had 


some  reimbursement  methods  changed,  (and  others  been  wrongly  recorded 
in  the  1974  survey)  but  the  two  architects  of  the  proposal  had  left 
or  were  in  the  process  of  leaving  InterStudy.    The  authors  of  this 
report  inherited  a  project  that  had  narrowed  HMO  selection  to  eighteen 
HMOs,  and,  as  it  turned  out,  had  erroneous  classifications  on  some  of 
those  HMOs.     In  selecting  the  final  nine  HMOs  we  anticipated  selecting 
the  following  reimbursement  categories: 

Category  No.  of  HMOs 

1  2 

2  2 

3  2 

4  1 

5  2 

Perhaps  even  more  surprising,  in  the  interim  one  of  the  group  practices 
(Franklin  Area  Health  Plan)  had  become  an  IPA! 

Despite  these  changes,  and  the  time  lag  in  proposing  and  completing  this 
project,  we  feel  that  the  findings  presented  here  are  timely,  relevant 
to  the  issues  identified  in  the  proposal,  applicable  to  both  HMO  and 
non-HMO  settings,  and  fulfill  the  obligations  InterStudy  assumed  under 
this  contract. 

On-site  interviews  were  conducted  with  the  nine  HMOs  selected  for 
participation.    A  copy  of  the  interview  protocol  is  included  as  Appendix  c. 
The  protocol  served  as  a  general  guide  to  conduct  the  interviews,  which 
were  essentially  unstructured.    The  interviews  covered  the  following  topics 

--  Details  of  the  financial  arrangements  between  the  HMO  and 
participating  physicians,  along  with  related  factors  such  as 
ownership,  hospital  reimbursement,  and  insurance  company 
participation. 
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The  history  and  original  rationale  for  these  financial 
arrangements,  changes  made  over  time,  and  the  current  satisfaction 
or  dissatisfaction  of  the  main  participants  with  those  arrangements. 

The  direct  controls  used  by  the  HMO  to  limit  hospital  use,  such  as 
peer  review  and  pre-admission  certification.    This  includes  a 
detailed  description  of  these  mechanisms,  as  well  as  their 
rationale,  evolution,  and  apparent  strengths  and  weaknesses. 

Information  on  the  economic  environment,  particularly    the  degree  of 
competition  faced  by  the  HMO,  in  order  to  assess  the  pressure  for 
cost  control  acting  on  the  HMO  and  its  providers. 

Hospital  use  and  cost  data.    What  is  the  availability  of  data  on 
hospital  use  in  the  HMO  and  the  extent  to  which  such  data  are  used 
in  management  decisions?    To  what  extent  can  hospital  data  be 
adjusted  for  population  characteristics  and  for  out-of-plan  use  to 
allow  for  meaningful  comparisons  among  HMOs. 

Ambulatory  use  and  cost  data.    To  what  degree  do  HMOs  substitute 
ambulatory  for  inpatient  care?    Includes  out-of-plan  ambulatory  use. 

Information  on  any  unique  socioeconomic  characteristics  of  either 
participating  physicians  or  HMO  members  to  determine  the  "repre- 
sentativeness" of  HMO  physicians  and  HMO  members  for  purposes  of 
comparisons  among  HMOs. 

Related  topics  indicating  other  areas  in  which  financial  and  control 
mechanisms  appear  to  have  influenced  physician  behavior.  Examples 
are  the  arrangements  with  and  use  of  outside  specialists,  the  use 
of  ancillary  personnel,  and  the  number  and  specialty  mix  of 
physicians  recruited. 
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The  interviews  were  reported  as  case-studies,  along  with  a  synthesis 
of  our  findings  relevant  to  HMO  utilization  control  mechanisms.  The 
synthesis  served  as  a  basis  to  develop  a  model  of  utilization  control 
mechanisms  in  HMOs,  and  to  present  a  seminar  on  our  findings  to  the 
participating  HMOs.     The  seminar  was  attended  by  the  participating  HMO 
administrators  and/or  medical  directors,  representatives  from  six 
Minneapolis/St.  Paul  HMOs,  selected  interested  parties,  and  InterStudy 
staff.    The  final  report,  therefore,  can  be  considered  a  reflection  of 
their  collective  judgements. 

Literature  Review 

This  study  is  designed  to  examine  the  impact  of  physician  practice  on 
the  cost  of  medical  care.    A  review  of  the  recent  literature  in  this 
area  reveals  that  most  studies  focus  on  physician  cost  as  it  relates  to 
physician  productivity.    The  central  question  appears  to  be  "In  the  face 
of  ever-increasing  physician  income,  are  physicians  becoming  more,,  or  less, 
productive?"  In  these  studies  productivity  is  usually  measured  in  terms 
of  hours  per  week  of  work  [Sloan  (46  )J  ;  or  average  number  of  patient 
visits  per  week  [Wilson  and  Begun  (53) ,  Blumberg  (3  \\ ;  or  physician  time 
spent  with  patients  [Wise  and  Zook  (54 )J  ;  or  average  cost  per  visit 
jjiewhouse  (31)_|.    A  number  of  studies  have  attempted  to  measure  pro- 
ductivity on  these  terms,  as  well  as  examining  the  influence  of  assistants 
on  the  efficiency  of  the  office  practice  [Yankauer  et  al  (55 )  ;Golladay  (17); 
Scheffler  (42);  Reinhardt  (34);  Bailey  (2  J]. 

Other  studies  attempt  to  discover  the  determinant  of  physician  pricing 
behavior  and  assess  whether  fees  are  related  to  demand  for  services 
[Blumberg  (3  );  Wise  and  Zook  (54);  Sloan  and  Steinwald  (47 1]  . 

Others  compare  the  economic  behavior  of  physicians  in  solo  and  ^;roup 
practice  to  determine  which  is  more  productive  and/or  cost-effective. 
[Scheffler  (43);  Reinhardt  (34);  Sloan  (45);  Kimbell  and  Lorant  (24); 
Newhouse  (31)]  . 
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Although  never  a  primary  objective  of  any  of  the  above-cited  studies, 
a  number  examine  the  effect  reimbursement  to  the  physician  may  have 
on  his  or  her  motivation  to  practice  efficiently.    They  also  examine 
the  influence  of  practice  setting  (group  or  solo)  on  the  physician's 
motivations;  Sloan  (46);  Kimbell  and  Lorant  (24);  Scheffler  (43); 
Sloan  and  Steinwald  (47)J  .    These  two  subjects  are  particularly  relevant 
to  this  study,  and  will  be  discussed  at  some  length  below. 

Reimbursement  Methods  -  In  the  literature  the  effects  of  reimbursement 
method  on  physician  productivity  is  usually  measured  as  a  comparison  of 
physician  productivity  in  solo  practice  (fee- for -service)  to  group 
practice  (where  alternative  reimbursement  methods  such  as  capitation, 
salary,  or  productivity  payments  are  found) .    We  found  no  studies 
examining  the  effect  of  a  different  reimbursement  arrangement  (such  as 
the  risk-discounted  fee-for-service  payments  that  would  be  found  in  an 
IPA)  on  strictly  fee-for-service  practitioners.    Nor  did  we  find  studies 
comparing  reimbursement  method  to  the  physician's  motivation  to  practice 
cost-effective  medicine. 

Both  Newhouse  (31)  and  Sloan  (45)  found  that  revenue  and  cost-sharing 
schemes  in  group  practices  are  likely  to  lead  to  increasing  inefficiencies 
on  the  part  of  individual  physicians  as  the  size  of  the  group  increases 
and  the  individual  physician's  financial  impact  on  the  group  lessens. 

In  the  absence  of  any  incentives  (straight  salary)  physicians  are  likely 
to  perform  at  minimum  acceptable  levels.     Sloan  (45)  theorized  that  under 
capitation  arrangements  physician  performance  in  a  group  will  be  related 
to  whether  or  not  the  group's  output  attracts  more  subscribers.     If  not, 
physician  performance  should  be  identical  to  salaried  practice.    On  the 
other  hand,  if  group  output  does  attract  more  subscribers,  physicians' 
output  will  be  an  inverse  function  of  their  perception  of  their  partners' 
industriousness .     Sloan  never  clarified  whether  the  capitation  payment  Went 
to  the  group  or  the  individual  physician  and  what  difference  this  may  have. 


The  overall  concensus  of  the  literature  reviewed  is  that  the  optimal 
reimbursement  method  to  engender  higher  productivity  (in  terms  of 
number  of  hours  worked  or  patients  seen)  is  fee-for-service.  Other 
reimbursement  methods,  particularly  in  group  practice  settings,  may  be 
effective  to  the  extent  that  they  contain  incentives  which  recognize 
productivity  of  individual  physicians  [sioan  (45);  Sloan  and  Steinwald  (47); 
Kimbell  and  Lorant  (24)]  - 

Practice  Setting  -  Though  reimbursement  methods  as  studied  thus  far  have 
not  been  divorced  from  practice  setting,  some  studies  have  examined 
productivity  in  different  practice  settings  independent  of  reimbursement 
method.    The  findings  are  somewhat  mixed,  though  there  is  general  agreement 
that  productivity  of  individual  physicians  in  group  practice  is  inversely 
related  to  the  size  of  the  group.     [Newhouse  (31);  Sloan  (46);  Kimbell 
and  Lorant  (24) ;  Reinhardt  and  Yett  (35)3    ^e  reason  for  the  mixed  find- 
ings is  that  group  practice  does  exhibit  certain  economies  of  scale  over 
solo  practice  [^Kimbell  and  Lorant  (24);  Golladay  (17);  Roemer  and  DuBois 
(38£J.    These  economies  can  lead  to  increased  productivity  at  the  margin, 
at  least  until  disincentives  associated  with  size  take  over  f~Reinhardt  (34 

At  the  same  time  there  is  some  uncertainty  whether  inefficiencies  in 
group  practice  settings  (as  measured  by  shorter  hours  and/ or  fewer 
patients  seen)  is  a  function  of  the  motivational  changes  associated  with 
group  size  or  a  priori  characteristics  of  physicians  who  are  willing  to 
work  in  group  practice  settings.     In  attempting  to  explain  why  solo 
practitioners  appear  to  employee  and  delegate  more  tasks  to  allied  health 
workers  (hence  increasing  productivity) ,  Yankauer  (55)  suggests  that 
preferred  practice  setting  may  be  the  motivator.    When  faced  with  an 
increased  demand  for  services  the  independent  practitioner  may  respond 
by  hiring  non -physician  personnel  and/or  working  longer  hours,  whereas 
organized  groups  are  more  capable  of,  and  perhaps  financially  motivated 
toward,  hiring  more  physicians.     In  terms  of  the  criteria  used  in  the 
recent  literature  to  measure  productivity  (hours  worked  per  week;  patients 
seen  per  week;  number  of  aides  employed;  or  number  of  tasks  delegated  to 
aides)  solo  practitioners  may  be  more  "productive"  because  they  prefer 
working  as  solo  practitioners. 


On  the  other  hand  there  may  be  ways  to  increase  the  above  type  of 
productivity  in  group  practice.    As  Yankauer  (55)  concludes  "...group 
practice  per  se  cannot  be  expected  to  result  in  cost  reductions  through 
a  more  appropriate  utilization  of  personnel,  although  there  may  be  other 
ways  by  which  it  can  influence  costs."    Following  up  on  this  Sloan  (45) 
suggests  that  managerial  structure  within  a  group  can  serve  as  the  proxy 
for  cost-conscious  activity  by  the  physician  and  that  research  on  this 
issue  is  clearly  needed.     Graham  (18)  supports  this  with  the  contention 
that  the  organizational  context  within  which  a  physician  works  appears  to 
influence  practice  behavior.     Finally,  Newhouse  (31)  suggests  that  in  a 
non-competitive  market  costs  could  be  related  to  behavior  instead  of 
efficiency  of  operation. 

The  conclusion  to  be  drawn  from  this  discussion  is  that  there  may 
be  measures  of  physician  productivity,  such  as  treatment  outcome  or 
impact  on  overall  cost  to  the  medical  care  system  that  are  far  more 
valuable  measures  of  physician  input  than  those  thus  far  employed.  If 
so,  there  may  be  undiscovered  merits  in  practice  settings  and  reimburse- 
ment arrangements  heretofore  maligned  as  indicative  of  inefficiencies 
in  physician  practice. 

This  study  examines  different  reimbursement  methods  (fee-for-service; 
capitation;  salary)  in  different  practice  settings  (group  or  solo)  as 
they  are  modified  by  various  incentives  (risk,  bonus),  and  other  outside 
factors  (population;  hospital;  management,  etc.).    To  our  knowledge  there 
is  nothing  comparable  to  it  in  the  literature,  primarily  because  of  the 
broad  scope  of  the  variables  just  cited  and  because  the  study  concentrates  on 
a  relatively  special  circumstance,  the  functional  relationship  of  these 
variables  in  the  Health  Maintenance  Organization  (HMO)  setting.  The 
authors  of  the  original  proposal,  recognizing  the  uniqueness  of  this  subject 
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and  the  potential  lack  of  data  that  may  confront  an  empirical  investigation, 
opted  for  a  case-study  approach  to  determine  the  feasibility  of  conducting 
an  empirical  study. 

There  are  scant  references  to  HMOs  in  the  physician  productivity  and 
motivation  literature  just  reviewed.    Newhouse  (31)  admitted  that 
Kaiser  found  mechanisms  to  control  costs,  but  ascribed  the  motivation  for 
doing  so  to  the  effects  of  competition.    He  reasoned  that  costs  are  not 
related  to  efficiency  in  a  non-competitive  market.     Reinhardt  (34),  also 
examining  Kaiser,  found  that  the  HMO  was  unable  to  affect  the  cost  per 
unit  of  service,  accruing  any  cost  savings  only  from  reductions  in  the 
number  of  units  of  service  per  person. 

Most  studies  of  HMO  experience  [^Roemer  and  Shonick  (39);  Klarman  (25); 
Perrot  (33);  Jones  (22);  Reidel  (36);  Gaus,  et  al  (14);  Auger  and 
Goldberg  (lf[]    attempt  to  support  or  refute  the  latter  finding  i.e., 
that  HMOs  can  reduce  the  incidence  of  service.     Evidence  abounds  in  the 
HMO  literature  that  HMOs  are  able  to  reduce  the  frequency  of  utilization 
of  services,  in  particular  inpatient  hospitalization  (jriore  recently 
Luft  (26);  Weil  (48);  McCaffree  et  al  (29);  Wersinger  (50)]].  Less 
frequently  examined  is  the  role  and  motivation  of  the  individual  HMO 
physician  in  this  process.    Reinhardt's  judgment  (34,  p91)  on  HMOs 
continues  to  hold  true,  and  acts  as  the  clarion  for  the  evidence  pre- 
sented in  this  study: 

Before  the  experience  of  existing  prepaid  plans  can  be  generalized 
to  the  U.  S.  population  as  a  whole,  there  has  to  be  a  clearer  under- 
standing of  the  manner  in  which  the  behavior  of  the  individual 
practitioners  would  be  brought  into  line  with  the  objectives  of  the 
prepaid  plans  under  which  they  would  practice. 

Organization  of  the  Report 

Chapters  two  through  five  synthesize  our  findings  as  they  relate  to  the 
four  major  objectives  addressed  by  the  project.     Each  objective  is 
analyzed  by  reporting  the  findings  of  the  site  visits  to  the  HMOs.  A 
general  discussion  of  each  objective  accompanies  the  reported  findings. 
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Chapter  II  contains  an  analysis  of  physician  reimbursement  methods  in 
the  participating  HMOs  and  our  interpretation  of  the  "degree  of  risk" 
the  reimbursement  method  imposed  on  both  the  individual  physician  and 
the  organization  to  which  he  or  she  belonged. 

Chapter  III  discusses  the  incentives  the  reimbursement  methods  placed 
on  physicians,  particularly  those  directed  at  modifying  their  practice 
patterns  vis-a-vis  inpatient  hospital  utilization. 

Chapter  IV  identifies  all  methods  employed  by  HMOs  to  lower  both  inpatient 
utilization  and  overall  utilization  and  cost.     It  proposes  a  model  of 
factors  which  influence  utilization,  and  evaluates  which  of  those  factors 
are  more  or  less  influential  in  controlling  utilization  and  cost.  The 
chapter  also  analyzes  the  feasibility  of  empirically  validating  the 
proposed  model  through  multivariate  analysis. 

Chapter  V  evaluates  the  potential  application  of  the  findings  to  non- 
HMO  physicians.     It  also  discusses  implications  of  the  findings  for 
present  and  future  policies,  and  suggests  areas  where  further  research 
could  support  a  widespread  application  of  the  findings. 

Finally,  the  report  contains  four  appendices,  including  a  description 
of  the  HMO  selection  process  employed  in  this  study  (Appendix  A);  a 
brief  description  of  the  organization  and  relevant  characteristics  of 
each  HMO  participating  in  the  study  (Appendix  B) ;  the  site  visit  protocol 
employed  as  a  guide  in  collecting  data  for  this  report  (Appendix  C) ; 
and  a  bibliography  (Appendix  D) . 
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Chapter  n 


Physicians  Reimbursement  Methods  in  Selected  HMOs 

Chapter  II    describes  how  physicians  in  the  nine  HMOs  are  reimbursed,  and 
evaluates  whether  the  reimbursement  method  places  those  physicians  financially 
"at  risk"  for  either  the  hospitalization  performance  or  the  overall  perfor- 
mance of  the  HMOs.    The  first  part  of  this  chapter  examines  actual  financial 
arrangements  within  the  selected  HMOs,  how  they  have  changed  over  time,  and 
whether  or  not  they  are  satisfactory  to  the  parties  interviewed  (HMO  adminis- 
trator, medical  director,  and  physicians) .    The  second  part  assesses  whether 
these  financial  arrangements  actually  result  in  the  physicians  being  "at  risk", 
including  a  discussion  of  some  factors  that  may  enhance  or  impede  physician's 
awareness  of  risk.    However,  prior  to  these  descriptions  we  will  briefly 
discuss  how  HMOs  in  general  put  physicians  at  risk. 

Approaches  to  Physician  Risk 

HMOs  employ  "risk"  as  one  of  many  incentives  on  physicians  to  control  un- 
necessary utilization  of  health  care  services.    Given  this  premise    it  may 
be  helpful  to  categorize  risk  into  that  which  is  applied  when  unnecessary 
utilization  has  occurred  ide  facto)  ,  and  when  it  is  anticipated  {a  -priori)- 

Physicians  are  placed  at  "de  facto  risk"  when  they  accept  financial  liability 
for  rendering  services  which  are  subsequently  deemed  inappropriate.    This  is 
perhaps  the  more  potent  of  the  two  risk  applications.    Not  only  does  it 
result  in  actual  denial  of  payment  for  physician  service,  but  it  can  make 
the  physician  liable  for  services  rendered  by  other  providers  (hospitalization) . 
Three  HMOs  studied  under  this  project,  all  IPAs,  employ  this  risk  mechanism, 
although  two  of  them  rarely  employ  it  for  anything  but  relatively  small 
financial  transactions  (inappropriate  lab  tests,  injections,  etc.). 

The  third  IPA  employs  "de  facto  risk"  rather  extensively,  denying  payment  on 
an  average  of  10  unauthorized  admissions  a  year.     In  addition,  some  inpatient 
days  on  approved  admissions  are  denied  if  an  extension  had  not  been  granted 
or  substantiated  under  the  utilization  review  program.    The  fact  that  the 
hospital  is  also  at  risk  probably  reduces  the  effects  of  any  payment  denial 
on  the  physician.    On  the  other  hand  it  gives  the  hospital  an  incentive  to 
screen  for  inappropriate  admissions  or  services. 
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This  type  of  risk,  although  perhaps  more  potent  when  enforced,  has  a 
number  of  weaknesses.     It  can  be  highly  controversial,  because  of  the 
difficulty  of  defining  "appropriate."    It  leaves  a  wide  latitude  for 
treatment  of  similar  cases,  because  of  the  appropriateness  question. 
There  is  also  evidence  of  reluctance  on  the  part  of  HMO  management  to 
enforce  a  severe  financial  punishment. 

A  priori  risk  is  the  most  common  type  of  risk  employed  by  HMOs.     It  assumes 
that  physicians  will  act  to  eliminate  unnecessary  utilization  if  they  are 
financially  liable  for  all  or  a  portion  of  the  utilization.    Common  risk 
arrangements  employed  here  are: 

•  Capitation  -  Paying  physicians  a  per  capita  amount  for  specified 
services.     In  effect  the  physician  assumes  the  risk  that  the 
payment  covers  the  type  and  frequency  of  services  required  by  the 
population.    This  type  of  payment  arrangement  is  most  frequently 
employed  by  group  practice  HMOs . 

•  Discounted  Fee-for-Service  -  Paying  physicians  their  fee-for-service 
charge  (usual  and  customary  or  based  on  a  negotiated  schedule)  less 
an  amount  or  percentage  which  can  then  be  applied  to  deficits 
incurred  for  health  services  delivered  under  the  program.  This 
type  of  payment  arrangement  is  most  frequently  employed  by  IPAs. 

Another  aspect  of  risk  is  the  "indirect"  risk  a  physician  may  assume  by 
participating  in  an  HMO  seeking  financial  viability.    There  can  be  a 
certain  amount  of  financial  risk,  as  well  as  prestige,  at  stake  in  affili- 
ating with  an  HMO  prior  to  breakeven,  in  particular  a  group  practice  HMO. 
The  awareness  of  this  "indirect  risk"  appears  to  be  related  to  the  closeness 
with  which  the  physician  identifies  his/her  endeavors  with  the  eventual 
financial  success  of  the  HMO,  regardless  of  any  personal  financial  stake  or 
risk  in  its  success. 
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Physician  Compensation  Arrangements 


Because  of  the  impact  of  ownership  and  organization  (which  will  be  dis- 
cussed in  the  second  part  of  this  chapter),  it  is  necessary  to  distinguish 
between  two  levels  of  reimbursement  which  could  potentially  affect  a  phy- 
sician's performance  in  an  HMO.    These  are  the  direct  reimbursement  to  the 
physician,  and  the  reimbursement  to  the  organization  (HMO  or  medical  group) 
to  which  the  physician  belongs.    The  latter  reimbursement  may  influence, 
in  whole  or  in  part,  the  practice  behavior  of  physicians  in  six  of  the 
nine  HMOs  studied  (excludes  three  IPAs).     It  is  important  then  to  describe 
the  compensation  arrangements  to  the  organization  representing  the  physicians 
in  these  six  HMOs. 

C  omp  ens  a  t  i  on  to  the  P hy s  ic  i  an'  _s  Or  gani ,  z  a  t  i  on 

Four  of  the  HMOs  studied  are  medical  group  models,  that  is,  group  practice 
plans  where  the  HMO  contracts  with  a  separate  medical  group.     In  all  four 
the  HMO  either  is  or  has  historically  been  sponsored  by  a  health  insurer, 
in  each  case  a  Blue  Cross  Plan.     In  three  of  the  four  the  sponsoring  Blue 
Cross  plan  is  at  risk  for  hospital  utilization  as  well  as  the  overall 
success  of  the  program.     In  the  fourth  the  HMO  (a  separate  corporation)  is 
at  risk,  although  the  Blue  Cross  plan  has  heavily  subsidized  development 
and  operations  in  the  past  (the  subsidization  has  been  in  the  form  of  a 
loan.)     In  all  four  HMOs  the  separate  physician's  group  is  reimbursed  based 
on  a  negotiated  budget,  with  incentives  for  low  utilization  of  inpatient 
hospital  services.    As  long  as  the  medical  group  remains  within  budget, 
it  is  guaranteed  an  income.    The  insurer  applies  money  left  over  from  the 
budgeted  payment  to  other  expenses  incurred' by  the  HMO,  including  hospital- 
ization.   The  medical  group  has  accepted  a  limited  risk  for  hospitalization 
in  only  one  HMO,  putting  $65,000  of  the  partner's  salaries  at  risk.  This 
is  not  direct  salary,  but  the  HMO's  contribution  to  the  physician's  pension 
fund. 

The  fifth  group  practice  studied  in  this  project  is  a  staff  model  HMO;  the 
physicians  are  directly  employed  by  the  HMO.    As  employees,  their  liveli- 
hood would  be  threatened  if  the  HMO  were  to  experience  financial  difficulties, 
For  this  particular  HMO  there  has  always  been  sufficient  funds  (grants/loans 
from  a  contracting  insurer  or  the  federal  government)  to  cover  any  deficits. 
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The  sixth  HMO,  although  technically  an  IPA,  has  some  element  of  risk  for 
the  medical  group  that  comprises  its  main  component.    This  medical  group, 
which  sponsors  the  HMO,  has  created  a  separate  corporation  which  capitates 
with  the  federal  government  to  service  a  low  income  population,  and  then 
contracts  with  the  remaining  physicians  in  the  community  on  a  f ee-for-service 
basis.    The  HMO  corporation  is  technically  at  risk  if  income  does  not  meet 
expenses,  but  the  medical  group  supports  the  deficit  by  loans  to  the  HMO. 
It  is  not  clear  to  what  extent,  if  any,  this  arrangement  puts  the  individual 
physicians  in  the  medical  group  at  risk,  since  80%  of  the  medical  group's 
income  is  fee-for  service.    Table  2-1  summarizes  risk  and  incentive  arrange- 
ments on  the  medical  groups  participating  in  the  group  practice  HMOs, 

The  remaining  three  IPAs  have  no  intervening  organization  which  could 
potentially  accept  risk  on  behalf  of  or  in  place  of  the  individual  physicians. 

Compensation  to  Individual  Physicians 

All  five  group  practice  HMOs  employ  salaried  physicians.     The  four  with 
contracted  medical  groups  also  have  bonus  arrangements  or  incentives  for 
low  utilization.    Generally,  the  HMOs  allow  the  physicians  minimal  or  no 
outside  income. 

Physician  salaries  range  from  $25,000  to  70,000,  depending  on  geographical 
location  and  specialty.    All  but  one  group  practice  (rural)  starts  at  $32,000 
or  more,  and  all  but  that  group  practice  differentiate  salaries  by  specialty. 

One  significant  note  relative  to  physician  salary  levels  is  the  effect  of 
the  disparity  between  income  levels  in  an  HMO  and  outside  for  the  high  income 
specialties  (orthopedics,  radiology,  anesthesiology).    Most  of  the  group 
practices  indicated  that  one  major  cost  control  mechanism  is  to  employ  an 
optimum  number  of  specialists, either  directly  or  through  a  risk  contract. 
At  the  same  time  they  cited  the  above  specialties  as  the  most  difficult 
to  recruit  and  the  most  expensive  for  outside  referrals.     Only  two  HMOs 
directly  employed  these  specialties  (one  orthopedic  surgeon  and,  one  radio- 
logist).    In  both  cases  the  f ee-for-service  income  generated  by  these 
specialists  was  two  to  three  times  their  salary  in  the  HMO.  Obviously, 
most  HMOs  find  it  impossible  to  directly  employ  these  specialties  under 
such  circumstances.     The  option  employed  by  these  HMOs  is  to  capitate  such 
specialties  where  possible. 
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The  four  IPAs  reimburse  their  physicians  on  a  fee-for~service  basis,  with 
or  without  a  percentage  discount.    Table  3-2  indicates  the  reimbursement 
methods  and  the  risk  involved  within  the  four  IPAs.     Three  of  the  four 
place  the  participating  physicians  "at  risk"  by  withholding  a  percentage 
of  the  f ee-for-service  payment.     In  two  IPAs  the  participating  hospital (s) 
also  are  at  risk,  and  in  each  case  the  amount  withheld  from  the  physician's 
payments  can  be  applied  to  deficits  on  the  hospital  side  and  vice  versa. 
It  should  be  noted  that  the  pro-rata  reduction  in  hospital  and  physician 
payments  imposed  by  the  New  Mexico  Health  Care  Corporation  (Albuquerque) , 
has  not  been  sufficient  in  the  past  to  recover  all  expenses.     In  that  case 
the  HMO  accepts  the  risk  for  the  remaining  deficit. 

Physician  Risk  for  Hospital  Utilization 

Based  on  Tables  2-1  and  2-2  it  appears  that  only  two  of  the  nine  HMOs 
(Portage  County  Health  Guard  and  New  Mexico  Health  Care  Corporation)  put 
their  physicians  directly  at  risk  for  hospital  utilization  by  applying  amounts 
withheld  from  f ee-for-service  payments  to  deficits  on  the  hospital  side. 
(It  should  be  pointed  out  that  under  these,  arrangements  the  hospitals  are 
also  at  risk  for  medical  deficits.)     In  a  third,  the  Genesee  Valley  Group 
Health  Association,  the  medical  group  has  agreed  to  put  its  pension  payment 
from  the  HMO  ($65,000)  at  risk.     In  one  other  HMO,  the  Franklin  Area  Health 
Plan,  some  of  the  physicians  are  indirectly  at  risk  for  hospitalization,  in 
that  the  medical  group  has  accepted  some  risk  for  losses  incurred  under  the 
prepaid  arrangement.     In  all  others  the  physicians  are  not  at  risk  for 
hospitalization  and  are  assured  of  income  from  the  HMO  as  long  as  it  remains 
viable. 

Prior  to  examining  factors  that  enhance  or  impede  risk  in  an  HMO,  it  may  be 
useful  to  look  at  the  history  of  the  reimbursement  arrangements  between  the 
HMOs  and  the  physicians  (group  or  solo) ,  including  the  rationale  for  the 
arrangement,  as  cited  by  the  HMO  administrator  and/or  medical  director. 
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Historical  Development  of  Reimbursement  Arrangements 


Five  of  the  HMOs  (four  group  practices  and  the  Franklin  area  IPA)  currently 
employ  the  same  reimbursement  arrangement  for  their  medical  groups  that 
they  originated  with.    Three  of  the  four  group  practices  expressed  an 
interest  in  going  to  a  capitation  arrangement  for  professional  services 
shortly  after  reaching  breakeven.    The  fourth  was  interested  in  assuming 
risk  for  the  total  program  through  the  HMO. 

The  lone  group  practice  which  has  modified  its  reimbursement  arrangement 
had  made  the  following  changes: 

e    Switched  from  purely  negotiated  budget  to  budget  based  on 
guaranteed  enrollment  levels  from  sponsoring  insurer. 

•    Medical  group  assumed  50%  risk  for  outside  referrals  if  expenses 
exceed  budgeted  amount.    The  maximum  risk  to  the  medical  group 
is  $10,000. 

®    Dropped  the  maximum  previously  imposed  on  the  amount  the  medical  group 
could  realize  as  a  bonus  for  lowering  inpatient  utilization. 

Two  of  the  group  practice  HMOs  which  negotiate  budgets  with  their  medical 
groups  explained  their  rationale  for  that  reimbursement  method.     One  felt 
that  the  negotiated  budget  gave  the  physicians  some  assurance  of  a  continuing 
income,  while  simultaneously  giving  the  sponsor  some  input  into  financial 
decisions.    The  other  felt  that  a  neophyte  group  practice  which  was  greatly 
dependent  on  prepayment  represented  no  threat  to  maximize  profits.  Therefore, 
the  physician's  concerns  would  be  with  long-range  financial  viability  of  the 
HMO.    With  virtually  no  f ee-for-service  base  a  straight  capitation  payment 
was  out  of  the  question.    The  most  attractive  alternative  was  the 
negotiated  budget. 

Two  of  the  four  IPAs  had  modified  their  reimbursement  arrangements  with 
physicians,  one  to  impose  more  risk,  the  other  to  lessen  the  risk.  The 
reasons  for  this  will  be  addressed  in  Chapter  IV.    A  third,  North  Central 
Health  Protection  Plan  (Wausa.u) ,  felt  that  the  10%  of  fees  they  continue 
to  withhold  may  be  excessive  risk,  given  the  good  experience  they  have  had 
with  the  HMO. 
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Factors  That  Enhance/Impede  Physician  Risk  in  HMOs 


In  attempting  to  assess  the  degree  to  which  physicians  in  an  HMO  are 
"at  risk"  for  inpatient  hospitalization,  or  any  other  expense  within  the 
HMO,  it  is  not  enough  to  simply  examine  the  reimbursement  method.  A 
physician's  awareness  of  financial  risk  can  either  be  enhanced  or  impeded 
by  circumstances  or  other  factors  either  remotely  related  or  unrelated  to 
the  reimbursement  mechanism.     Some  of  the  factors  are  discussed  in  the 
following  pages: 

•    Percentage  of  income  from  the  HMO  -  One  hypothesis  to  be  evaluated 
by  this  study  is  whether  physicians  would  be  more  inclined  to  control 
inpatient  hospitalization  if  all  or  a  significant  portion  (greater  than 
50%)  of  their  income  derived  from  HMO  patients.     Within  a  medical  group 
model  HMO  we  assume  that  risk  awareness  would  be  transferred  to  the 
individual  physician  if  the  HMO  represented  a  significant  proportion  of 
the  group's  income.     Within  an  IPA,  HMO  patients  would  have  to  account 
for  more  than  50%  of  the  physician's  income  (refer  back  to  Chapter  1, 
Table  1,  page  3  ,  for  a  further  explanation  of  these  assumptions).  The 
findings  do  not  substantiate  this  hypothesis. 

None  of  the  physicians  interviewed  in  the  four  medical  group  practice 
HMOs  felt  they  were  financially  at  risk,  even  though  the  HMO  accounted 
for  virtually  all  of  the  medical  group's  income.     Some  of  them  felt  a 
need  to  control  costs  because  of  the  financial  impact  of  their  practice  on 
the  HMO,  but  did  not  appear  to  translate  this  to  their  personal  incomes. 

Two  of  the  group  practice  physicians  felt  that  risk  would  affect 
physician  practice  behavior,  but  were  speaking  for  physicians  in 
general  and  not  themselves.    A  medical  director  of  a  group  practice 
felt  that  risk  may  become  important  to  a  solo  practice  f ee-for-service 
physician  when  an  HMO  represents  more  than  60%  of  his/her  income. 

Physicians  participating  in  IPAs  were  more  mixed  in  their  reactions. 
None  of  the  physicians  had  over  25%  of  their  practice  in  HMOs.  None, 
including  medical  directors,  felt  that  being  at  risk  created  any 
incentives  to  operate  cost  effectively.    However,  one  physician,  a 
dermatologist  quitting  a  group  to  go  into  solo  practice,  felt  that 
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the  7.5%  risk  the  group  was  now  accepting  should  be  lowered  to  5%.  It 
is  unclear  whether  he  felt  threatened  by  7.5%  or  was  philosophically- 
opposed  to  it.    On  the  other  hand,  a  number  of  physicians  mentioned 
that  collection  rates  on  their  fee-for-service  practice  were  90-92%, 
making  a  risk  of  less  than  10%  comparable  to  a  bonus. 

One  IPA  physician  expressed  concern  if  any  single  funding  source 

(FFS  or  Medicare  or  HMO)  represented  more  than  35%  of  his  income. 

He  attempted  to  balance  income  sources  so  that  he  wasn't  dependent 

on  one.     It  is  not  known  how  prevalent  this  attitude  is  among  physicians 

In  summary,  the  hypothesis  that  physicians  are  more  aware  of  risk  if  a 
greater  percentage  of  their  income  derives  from  an  HMO  is  not  supported 
by  the  findings.    However,  there  were  no  physicians  contacted  in  this 
survey  whose  direct  "at  risk"  income  was  more  than  20%  of  their 
total  income. 

Ownership  or  sponsorship  of  the  HMO  -  In  theory  a  physician's  awareness 
of  risk  should  be  directly  related  to  whether  or  not  he/she  owns  or 
sponsors  the  HMO.     In  practice  it  appears  that  a  close  identification 
between  physicians  and  the  HMO  can  be  fostered  regardless  of  owner- 
ship status.     However,  prior  to  examining  the  evidence  it  should  be 
pointed  out  that  the  site  visit/direct  interview  methodology  employed 
in  this  study  may  lead  to  a  potential  selection  bias  toward  interviewing 
participating  physicians  who  closely  identify  with  the  HMO.  Selection 
of  the  physicians  to  be  interviewed  was  made  by  the  HMO  administrator 
or  medical  director,  and  it  is  human  nature  to  select  those  physicians 
who  are  likely  to  present  a  good  image  to  outsiders. 

Conceding  this,  the  following  observations  related  to  the  ownership/spon 
sorship  issue  were  made: 
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In  three  of  the  medical  group  practice  model  HMOs,  where  Blue  Cross 
sponsors  and  supports  deficits  and  the  medical  group's  income  is 
assured  regardless  of  overall  financial  outcome,  the  physicians 
appeared  to  be  more  concerned  with  the  organizational  dynamics  and 
functioning  of  the  medical  group  and  the  strengths  and  weaknesses  of 
group  practice  than  the  success  of  the  HMO,  i.e.,  they  were  more 
medical  group-oriented  than  HMO-oriented. 

The  physicians  in  the  fourth  medical  group  practice  model,  which 
contracts  with  a  separate  HMO  organization  financially  supported  by 
Blue  Cross  in  the  form  of  a  loan,  had  a  greater  awareness  of  the 
financial  plight  of  the  HMO.    They  were  more  concerned  with  utilization 
and  costs,  and  followed  closely  the  financial  data  reflecting  the 
HMO's  operations.    The  physicians  in  the  staff  model  HMO  were  also  more 
aware  of  costs,  perhaps  reflecting  their  status  as  employees  of  the 
HMO  organization. 

The  physicians  in  the  community-wide  IPA  sponsored  by  the  medical 
group  did  not  feel  that  the  HMO  represented  a  substantial  risk, 
although,  in  effect,  the  medical  group  owned  the  HMO.     They  reimbursed 
the  other  participating  physicians  in  the  community  at  100%  of  fees 
and  placed  no  risk  on  those  physicians. 

The  three  remaining  IPAs  used  essentially  the  same  theme  with  their 

participating  physicians,  that  is,  "it's  your  plan  and  your  money." 
Most  of  the  physicians  interviewed  from  these  IPAs  were  very  supportive 
of  the  IPA  and  mindful  of  the  need  to  control  the  cost  of  medical  care. 
However,  none  of  the  physicians  felt  that  they  were  "at  risk,"  and  a 
couple  stated  that  many  of  the  participating  physicians  in  their 
communities  were  indifferent  to  the  IPA  and  others  were  hostile. 
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In  summary,  ownership  or  sponsorship  does  not  necessarily  lead  to 
a  heightened  sense  of  risk  by  physicians.     There  is  evidence  that 
management  (either  HMO  or  medical  group)  can  play  a  key  role  in 
fostering  a  sense  of  risk  or  concern  for  the  HMO's  well-being, 
regardless  of  ownership.     This  will  be  discussed  at  length  in 
Chapter  4. 

•    Number  of  participating  physicians  -  As  a  correlary  to  the  economic 
theory  of  groups*  we  hypothesize  that  financial  risk  or  incentive 
is  directly  related  to  the  number  of  physicians  participating  in 
the  HMO.     That  is,  the  larger  the  number,  the  less  likely  the  impact 
of  such  incentives  on  the  individual  physician.     The  study  appears  to 
substantiate  this.     One  of  the  physicians  in  the  largest  IPA  studied 
noted  the  indifference  of  most  of  the  community  physicians  to  the  IPA. 
The  medical  director  of  one  of  the  group  practices,  in  expressing 
his  concerns  about  the  potential  loss  of  control  over  the  individual 
physicians  as  the  organization  grows,  cited  a  dilemma  that  HMOs  will 
eventually  confront.     In  order  to  maintain  a  physician's  interest,  an 
HMO  will  have  to  remain  dynamic,  achieving  constant  growth  to  ward 
off  instability.     In  his  opinion  there  is  a  crucial  size  to  a  medical 
group  (approximately  100  physicians),  departments  within  the  group  (20), 
and  delivery  sites  (20-25)  beyond  which  a  patient  is  in  danger  of 
losing  personal  care. 


*  See  Newhouse  (31)  for  a  discussion  of  the  relevance  of  the  economic 
theory  of  groups  to  output  and  additional  effort  by  individual 
physicians  in  a  group  practice  setting.     According  to  Newhouse, 
"as  the  discrepancy  between  the  reward  to  the  individual  from 
additional  effort  and  the  cost  to  him  of  that  effort  widens, 
the  incentive  grows  stronger  to  reduce  his  input  into  the  group" 
(p.  39).     Likewise,  as  a  group  increases  in  size  the  individual 
observes  the  lessening  affect  of  his  own  effort  (including 
cost  containment)  on  the  performance  of  the  overall  enterprise, 
thereby  reducing  his  incentive  to  make  an  extra  effort  to  contribute. 

Paradoxically,  this  theory  is  perhaps  most  applicable  to  an  IPA-type 
HMO,  whose  numerous  independent  practitioners  can  be  considered  as 
a  large  group  as  far  as  their  practice  behavior  affects  the  HMO's 
costs.    Within  the  IPA  there  is  often  insufficient  cohesiveness 
for  management  to  counteract  the  economic  theory  of  groups. 
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Although  not  a  direct  participant  in  this  study,  Dr.  Joseph  Dorsey, 
medical  director  of  the  Harvard  Community  Health  Plan,  who  has  ex- 
tensively studied  physician  relationship  to  hospital  utilization, 
was  interviewed  during  the  course  of  this  project.     He  indicated 
that  the  Harvard  Community  Health  Plan  recognized  the  need  to  maintain 
the  individual  physician's  cost  containment  motivation  as  the  medical 
group  expands  and  was  examining  alternative  methods  to  assure  this. 

Finally,  the  Employers  of  Wausau  experience  with  their  IPAs  also 
hinted  at  the  relationship  between  size  and  the  lack  of  incentive  or 
motivation  on  the  part  of  individual  physicians.     Although  the  study 
concentrated  on  the  North  Central  Health  Protection  Plan  in  Wausau, 
Employers  of  Wausau  jointly  sponsors  Health  Protection  Plans  with 
local  medical  societies  in  Milwaukee,  Eau  Claire,  Chippewa,  and 
Green  Bay.     The  largest  number  of  participating  physicians  in  any 
of  the  latter  three  is  170  (Eau  Claire) .    The  utilization  experience 
and  cooperation  of  the  physicians  has  generally  been  good  in  these 
IPAs.     In  Milwaukee,  however,  the  county  medical  society  is  not  a 
joint  sponsor,  and  900  physicians  participate  in  the  program.  The 
insurer  has  had  more  problems  with  this  larger  IPA  than  with  the  others, 
part  of  which  is  due  to  the  large  number  of  participating  physicians. 

In  summary,  there  is  some  evidence  to  support  the  hypothesis  that  a 
direct  relationship  exists  between  the  number  of  participating  physi- 
cians and  the  awareness  of  any  one  physician  that  he  or  she  can 
influence  the  goals  of  the  organization. 

Transferring  risk  to  outside  providers  or  insurors  -  One  alternative 
to  placing  risk  on  participating  physicians  would  be  to  transfer  the 
risk  to  outside  providers,  such  as  hospitals,  pharmacies,  laboratories, 
specialists,  or  insurers.     The  usual  means  of  transferring  risk  would 
be  to  capitate  such  providers,  or  in  the  case  of  insurers,  purchase 
reinsurance.     We  hypothesize  transferring  risk  to  outside  providers 
would  lessen  the  awareness  of  risk  by  the  participating  physician. 
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None  of  the  HMOs  had  capitation  arrangements  with  hospitals , 
although  one  HMO  had  capitated  the  participating  hospital  the  first 
year  of  the  program.     The  arrangement  was  subsequently  dropped. 

Tvvo  HMOs  placed  hospitals  at  partial  risk  by  withholding  a  per- 
centage of  payments  for  billed  charges;  one  withheld  3%,  the  other 
withheld  5%  with  an  option  of  further  pro  rata  reductions  in  all 
payments.     Both  of  these  arrangements  appeared  to  be  attempts  to 
motivate  the  participating  hospitals  to  scrutinize  for  inappropriate 
admissions,  or  to  make  the  hospitals  equal  risk-sharing  partners 
with  the  physicians.     The  arrangements  would  lessen  the  physician's 
awareness  of  risk    only  to  the  extent  that  the  amount  withheld 
from  the  hospitals  would  be  applied  to  any  hospital  deficits  either 
prior  to  or  :'.n  c^  nrj  unction  v.ith  application  of  monies  from  with- 
holdings of  physician  payments. 

Two  of  the  group  practice  HMOs  capitated  outside  referral  specialists. 
The  medical  directors  both  cited  referral  capitation  as  an  important 
cost  control  mechanism,  but  both  continued  to  review  and  authorize 
all  referrals  to  outside  specialists. 

Another  group  practice  HMO  put  certain  outside  specialists  under 
annual  retainer.     This  HMO  did  not  review  outside  referrals  so  it 
is  difficult  to  judge  the  effect  of  such  a  retainer. 

The  most  common  transfer  of  risk  through  outside  capitation  was  to 
pharmacies  and  other  specialized  providers  such  as  mental  health 
facilities.     These  were  obviously  designed  to  reduce  inhouse  risk, 
and  to  that  extent  made  formal  control  mechanisms  over  these  specific 
areas  unnecessary. 

All  four  IPAs  and  one  of  the  five  group  practice  HMOs  reinsured  a 
portion  of  the  risk  with  insurance  companies.     In  every  case  reinsurance 
income  had  been  applied  to  deficits  at  some  point,  and  in  a  couple  of 
cases  had  substantially  reduced  losses  which  otherwise  would  have  been 
absorbed  by  participating  providers.     The  individual  physicians  inter- 
viewed did  not  appear  to  fully  understand  the  reinsurance  mechanism, 
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although  there  was  some  recognition  of  the  liability  assumed  by  the 
insuring  company. 


In  summary,  transferring  risk  to  outside  providers  and  insurers  does 
appear  to  lessen  the  individual  physician's  awareness  of  risk  in  some 
instances. 


In  summarizing  this  section  of  Chapter  2,  we  identified  some  factors 
which  may  enhance  or  impede  a  physician's  awareness  of  risk.     These  were: 

•  Ownership  or  sponsorship  of  the  HMO 

&    Number  of  physicians  participating  in  the  HMO 

•  Transfer  of  risk  to  outside  providers 

The  other  factor  that,  at  least  in  theory,  should  influence  a  physician's 
awareness  or  risk,  the  percentage  of  income  from  the  HMO,  appeared  to 
have  no  bearing  or  was  overshadowed  by  other  factors. 
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Table  2-1. 


Risk  and  Incentive  Arrangements  on  Physician 
Groups  in  Selected  Group  Practice  HMOs,  1978. 

Risk  Incentive  (Bonus) 


Outside  Outside 
HMO                                      Hospitalization    Referral           Hospitalization  Referral 

1  2 

1.  HMP/Cincinnati                             No              Limited  Yes  No 

2.  GHA/Tucson                                   No              Yes  Yes3  Yes 

3.  CHPQN/New  Hyde  Park,  NY              No              No  Yes  No 

4.  GVGHA/ Rochester                           Yes4           Yes  Yes  Yes 

5.  FAHP/ Farming ton,  ME                    Yes            Yes  Yes5  Yes5 

(medical  group  only) 


Medical  Group  liable  for  50%  of  cost  of  outside  referrals  above  budgeted  amount 
($600,000  in  1978)  up  to  a  maximum  liability  of  $10,000. 

2 

Medical  group  receives  $60  per  day  for  every  inpatient  day  below  550. 
Medical  group  splits  hospital  savings  50/50  with  insurer. 

4  Medical  group  on  risk  for  $65,000. 

5  20%  above  or  below  capitation  income  split  equally  between  HMO  and  medical  group. 
Over  20%  absorbed  by  HMO. 
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Table.  2-2..    Reimbursement  Arrangements  and  Deficit 
Funding  in  Four  Selected  IPAs,  1978. 


FAHP  NCHPP 
Farmington,  ME  Wausau 


PCHG 
Stevens  Point 


NMHCC 
Albuquerqtie 


Physicians  Paid 


Hospital  Paid 


Physicians  Fund 


Applied  to 


Hospital  Fund 
Applied  to 


Remaining  Physician's 
Deficit  Funded  by  


Remaining  Hospital 
Deficit  Funded  by 


100%  of  Fees 


100%  of 
charges 


N/A 


N/A 


FAHP/Medicai 
Group 


FAHP/Medical 
Group 


90%  of 
negotiated 
fee  schedule 

100%  of 
charges 

Physician' s 
deficit  only 


N/A 


Physicians 


Insurer 


92.5%  of  CRVS 
fee  schedule 


97%  of  charges 


Hospital  and/or 
physician' s 
deficit 

Hospital  and/or 
physician' s 
deficit 

Insurer 


Insurer 


95%  of  fee  schedule 


95%  of  charges 


Hospital  and/or 
physician' s 
deficit 

Hospital  and/or 
physician' s 
deficit 

Pro  rata  reduction 
in  payments  to  hos 
pitals  and  physici 

Pro  rata  reduction 
in  payments  to  hos 
pitals  and  physici 


A  Physician  or  Hospital  fund  occurs  only  when  an  amount  is  withheld  from  payments  to 
either  physicians  or  hospitals. 
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Chapter  III 

The  Impact  of  Reimbursement  Method  on  Physician  Practice 


This  chapter  examines  whether  or  not  the  reimbursement  methods  described 
in  Chapter  II  place  incentives  on  HMO  physicians  to  control  utilization 
of  inpatient  hospital  services,  and  any  other  services  for  which  they  may 
be  at  risk.    We  will  first  examine  those  HMOs  which  place  their  physicians 
at  risk  for  inpatient  hospitalization  (negative  incentive) ,  and  then  those 
which  provide  some  positive  incentive  (bonus)  for  low  hospital  utilization. 
We  will  then  examine  the  utilization  results  of  those  which  do  neither.  The 
last  part  of  this  chapter  will  describe  how  physicians  have  reacted  to  being 
at  risk  for  other  services  within  the  HMO. 

Physicians  at  Risk  for  Hospitalization 

As  indicated  in  Chapter  II,  only  two  IPAs  (Portage  County  Health  Guard  and 
New  Mexico  Health  Corporation)  place  their  physicians  directly  at  risk  for 
inpatient  hospitalization  by  withholding  a  percentage  of  their  fee-f or-service 
payments,  which  can  then  be  applied  to  deficits  for  hospital  expenses. 
Obviously,  unless  the  withholding  were  applied  to  hospital  costs  at  some 
point,  the  physicians  would  fail  to  recognize  it  as  risk.    Such  an  appli- 
cation was  made  at  some  point  in  both  IPAs.     In  this  section  we  will  first 
relate  how  the  interviewed  physician's  view  the  withholding,  and  then 
examine  how  they  reacted  when  the  withholding  was  applied  to  hospital  deficits, 

Portage  County  Health  Guard  -  PCHG  withholds  7.5%  of  each  fee-f or-service 
payment  to  physicians  to  establish  a  fund  which  can  be  applied  to  deficits 
for  either  physician  or  hospital  costs.    Neither  the  administrator  of  the 
HMO  nor  the  medical  director  felt  that  placing  the  physicians  at  risk  changed 
their  practice  patterns  or  that  7.5%  constituted  a  real  risk  to  the  physicians 
The  interviewed  physician  agreed  that  a  7.5%  risk  did  not  create  incentives  to 
practice  cost  effectively.    Nevertheless,  he  would  like  to  see  the  amount 
withheld  lowered  to  5%.    He  would  also  like  to  see  the  HMO  pay  according  to 
every  physician's  personal  fee  schedule,  instead  of  the  CRVS  presently  in  use. 
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This  physician  felt  that  the  HMO  had  been  accepted  so  readily  in  the 
community  "because  it  didn't  change  the  physician's  practice."    To  some 
extent  this  appears  to  be  true,  since  the  major  cost  control  mechanisms 
employed  by  the  HMO,  pre-admission  certification  and  concurrent  utilization 
review,  had  been  in  place  prior  to  development  of  the  HMO.     The  single 
community  hospital  and  the  medical  society  appear  to  be  responsible  for  this. 

On  the.  other  hand,  when  the  HMO  first  began  operating  in  1973,  it  withheld 
12%  to  15%  from  physician  payments.    This  was  acceptable  in  1973  and  1974, 
as  it  resulted  in  "bonuses"  being  paid  to  the  physicians.    However,  losses 
incurred  in  1975  and  1976  resulted  in  no  "bonus"  being  paid.    The  physicians 
undertook  the  following  measures  to  alleviate  their  losses: 

•    Lowered  the  percent  withheld  from  15%  to  7.5% 

®    Imposed  a  formal  review  and  authorization  mechanism  on  referrals 
to  non-participating  specialists.     (These  are  to  out -of -community 
specialists,  since  all  community  physicians  participate  in  the  HMO.) 

It  is  apparent  from  the  above  actions  that,  in  the  words  of  the  Medical 
Director,  "the  Health  Guard  made  physicians  more  aware  of  the  costs  in  the 
community."    The  15%  withheld,  especially  when  it  was  lost,  led  to  the 
physicians  undertaking  activities  designed  to  reduce  those  losses.  However, 
given  that  the  losses  to  an  individual  physician  represented  a  very  small 
part  of  his/her  income,  it  is  unlikely  that  they  felt  it  to  be  risk.     It  is 
plausable  that  the  "bonus"  paid  in  1973  and  1974  became  a  positive  incentive 
change  their  practice  behavior  in  order  to  restore  the  "bonus."    Whether  in 
fact  it  changed  their  practice  patterns  is  another  story.     The  inpatient 
utilization  history  of  PCHG  changed  "very  little  between  1975  and  1977,  going 
from  607  to  595  days/1000.    Under  the  new  referral  control  mechanism  the 
number  of  referrals  out-of-area  actually  increased  in  1977  over  1976 
(94/1000  members  versus  77).     Thus  it  appears  that  risk  stimulated  Portage 
County  physicians  to  revise  their  risk  arrangement  and  impose  controls  over 
their  outside  referrals.    However,  they  were  unable  to  affect  physician 
practice  patterns  with  such  controls,  at  least  in  the  first  year.     In  this 
instance  risk  acted  as  an  awareness  generator  but  apparently  not  a  direct 
modifier  of  practice  patterns. 
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New  Mexico  Health  Care  Corporation  -  Physicians  participating  in  NMHCC  agree 
to  accept  as  full  payment  95%  of  a  negotiated  fee  schedule  for  services,  with 
the  remaining  5%  to  be  applied  to  deficits  for  physician  or  hospital  services, 
or  returned  to  the  physicians  in  the  event  of  a  surplus.    The  fee  schedules 
are  set  at  95%  of  the  California  Relative  Value  Scale,  with  fee  ceilings 
imposed  for  some  high  cost  physicians.     In  addition,  the  HMO  has  the  right  to 
make  pro-rata  reductions  in  payments  to  physicians  and  hospitals  if  it  appears 
that  a  deficit  will  be  incurred.    The  HMO  has  exercised  this  option  three  times 
in  the  past.     In  all,  physicians  are  at  "risk"  for  at  least  10%  of  fees. 
This  risk  applies  to  deficits  on  either/both  hospital  and  physician's 
services. 

Neither  the  HMO  administrator  nor  the  medical  director  felt  that  10%  risk  was 
sufficient  to  affect  the  physician's  practice  behavior.     Instead  they  felt  that 
peer  review  was  the  real  modifying  mechanism.    This  opinion  was  shared  by  the 
two  physicians  interviewed.    One,  a  family  practitioner  who  had  20%  of  his 
patient  load  from  the  HMO,  admitted  that  he  would  probably  order  more  lab  work 
if  it  wasn't  for  the  scrutiny  of  the  HMO.    But  at  the  same  time  he  doesn't 
charge  for  a  few  office  visits  "because  the  HMO  wouldn't  like  it."  He 
indicated  he  knew  of  other  physicians  who  were  still  giving  B-12  injections 
but  not  charging  for  them  because  the  HMO  wouldn't  pay.    However,  risk  hac" 
nothing  to  do  with  this.    The  peer  review  process  was  the  motivation. 

The  other  physician  had  7%  of  his  income  originating  from  the  HMO.  Being 
at  risk  for  10%  of  7%  of  his  income  meant  very  little  to  him.  His 
collection  rate  on  the  fee-for-service  side  was  92%.    He  also  cited  the 
review  process  as  the  motivating  factor.    "Everyone  is  affected  by  the  review 
idea.     It  affected  the  shot  doctors.     As  soon  as  PSRO  stops  looking  at 
something,  it  starts  being  abused.    The  utilization  review  procedures  had 
been  developing  in  the  community  long  before  the  risk  experience  in  1973 
ever  happened." 

This  sentiment  was  supported  by  the  medical  director.     "The  doctors  have  been 
doing  review  for  years  with  Blue  Cross/Blue  Shield.    They  had  a  strong 
Medicare  utilization  review  prior  to  the  HMO  coming  in.  One  out  of  two 
doctors  had  already  been  doing  review.    Doctors  tell  patients  they  can't 
be  put  in  the  hospital  because  of  peer  review." 
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On  the  other  hand,  NMHCC  has  perhaps  one  of  the  most  comprehensive  issemblages 
of  utilization  and  cost  control  mechanisms  employed  by  any  HMO  (see  a  description 
of  NMHCC  in  Appendix  B)  and  appears  to  have  the  support  of  leading  members  of  the 
medical  community.     It  is  doubtful  that  such  mechanisms  could  have  been  put  in 
place  simply  because  the  community  believed  in  peer  review.     It  was  NMHCC's 
previously  referred  to  risk  experience  in  1973  which  prompted  these  utiliza- 
tion controls. 

In  1973,  the  first  year  of  NMHCC's  operations,  both  physicians  and  hospitals 
were  reimbursed  an  average  of  63%  of  billings  (and  14%  in  the  last  quarter 
of  the  year),  due  to  pro-rata  reductions  necessitated  by  deficits.    This  risk 
experience  led  to  the  implementation  in  1974  of  an  extensive  number  of  utiliza- 
tion controls,  including  the  following: 

9  Certified  Hospital  Admissions  Program  -  Preadmission  certification 

9  Prior  authorization  for  outside  referrals 

©  Extensive  retrospective  review  of  office  practices 

9  10%  risk  (withholding)  on  provider  payments 

9  Fee  ceilings  on  physician  payments 

A  dramatic  turnaround  in  utilization  experience  occurred  in  1974,  inpatient 
hospitalization  dropping  from  657  days/1000  to  417,  an  unheard  of  low  for 
an  IPA.     Few  physicians  withdrew  from  the  program,  and  those  who  remained 
were  paid  90%  of  billings  throughout  1974.     Losses  were  only  6%  above  income. 

Obviously  the  financial  risk  doctors  experienced  in  1973  led  them  to  adopt 
mechanisms  designed  to  change  behavior.    Again  the  risk  was  an  awareness 
generator  instead  of  a  practice  modifier.     But  at  the  end  of  1973  both 
participating  physicians  and  the  hospitals  had  the  choice  of  staying  with 
a  program  that  had  paid  them  less  than  two-thirds  of  billings,  or  abandoning 
it.     The  motivating  factor  that  led  botli  hospitals  and  virtually  all  the 
physicians  to  stay  with  the  HMO,  the  threat  of  competition,  will  be  addressed 
fully  in  Chaptei  V.    This  same  factor  also  played  a  key  role  in  the 
motivations  of  the  Portage  County  Health  Guard  physicians. 
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Other  Hospital  Risk  Arrangements 


There  is  one  other  HMO,  the  Genesee  Valley  Group  Health  Association,  whose 
physicians  are  directly  at  risk  for  hospitalization.    However  the  risk 
arrangement,  where  a  maximum  of  $65,000  of  the  partners'  salaries  are  at. 
risk  (approximately  9%  of  total  group  income) ,  was  instituted  in  1978  and 
it  is  too  early  to  determine  whether  it  has  had  an  impact  on  physician's 
practice. 

Other  Financial  Incentives  on  Physicians 

Both  New  Mexico  Health  Care  Corporation  and  Portage  County  Health  Guard 
are  structured  to  return  amounts  withheld  from  physician  payments  to  the 
physicians  if  a  surplus  occurs.    Only  Portage  County  has  been  in  a  position 
to  do  this,  and  when  they  did  (1973,  1974)  the  payments  were  viewed  as  a 
"bonus"  by  the  physicians.    When  the  "bonus"  ceased  in  197-5  and  1976  the 
physicians  undertook  measures  to  tighten  utilization  controls  in  order  to 
re-institute  it. 

Of  the  five  group  practice  programs,  all  but  the  staff  model  presently  offer 
positive  financial  incentives  to  the  medical  groups  to  lower  hospital 
utilization.    Two  of  the  four  HMOs  have  made  payments  under  these  arrangements, 
one  for  the  first  time  in  1977. 

The  strongest  proponent  of  the  "reward  instead  of  risk"  incentive  is  Group 
Health  of  Arizona.     Here  the  medical  group,  a  for-profit  organization,  splits 
any  savings  on  hospitalization  equally  with  Blue  Cross/Blue  Shield,  the 
underwriter  of  the  HMO.     By  all  standards  the  HMO  has  been  quite  successful. 
Inpatient  utilization  is  down  to  319  days/ 1000,  the  lowest  of  any  interviewed 
HMO.    This  is  primarily  due  to  an  admission  rate  of  52/1000.    Hospital  expenses 
accounted  for  approximately  30%  of  total  expenses  in  1977,  instead  of  the 
usual  35%  to  40%.    Savings  on  hospitalization  amounted  to  $514,000  in  1977, 
and  the  HMO  had  accumulated  a  $250,000  surplus  on  the  hospital  side  after  the 
first  two  months  of  1978.     In  addition,  over  one-half  of  an  $800,000  loan  from 
Blue  Cross  in  1975  has  been  repaid.     At  the  same  time  the  HMO's  premiums  were 
very  competitive  with  the  premiums  of  most  major  employers  in  the  area,  so 
there  appears  to  be  no  artifical  inflation  in  the  rates.    The  HMO  employs  the 
fewest  number  of  formal  utilization  controls  of  any  HMO  studied.  And 
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enrollment  has  been  quite  successful,  increasing  20%  in  1977.    Dis enrollment 
averaged  about  40%  of  new  enrollment,  a  relatively  high  but  not  uncommon 
figure  in  a  dynamic  community. 

The  medical  director  felt  that  risk  can  be  overstated,  that  the  same  thing 
could  be  accomplished  in  a  group  practice  by  fostering  peer  interaction  and 
emphasizing  ambulatory  care.     These  concepts  will  be  discussed  in  more 
detail  in  Chapter  IV. 

Health  Maintenance  Plan/Cincinnati  is  the  other  HMO  which  has  paid  an 
incentive  bonus  to  the  contracting  medical  group.    This  occurred  for  the 
first  time  in  1977,  and  came  as  a  surprise  to  the  physicians.  Average 
payments  to  each  physician  ranged  from  $900  to  $1500.     In  addition  to  the 
physicians,  allied  health  personnel  and  some  administrative  staff  share  in 
the  bonus. 

The  incentive  arrangements  under  which  this  payment  was  made  in  1977  was 
that  the  medical  group  would  receive  $60  per  day  for  every  inpatient  hospital 
day  below  550  days/ 1000.     (Average  per  diem  for  the  HMO  was  $205  in  1977. 
The  difference  between  total  savings  and  the  medical  groups'  bonus  is  returned 
to  the  subscribers  or  used  to  retire  debts.)    There  was  also  a  maximum 
on  the  aggregate  amount  of  bonus  paid.    For  1978  this  maximum  was  removed  and 
a  graduated  payment  scale  set  where  the  medical  group  receives  $75/day  under 
530  days. 

The  medical  director  didn't  feel  that  the  bonus  affected  the  way  physicians 
practiced,  although  it  helped  to  "remind  physicians  what  the  program  is 
all  about." 

Both  of  the  physicians  interviewed  were  aware  of  the  bonus.    One  felt  that  it 
did  not  make  the  physicians  work  any  harder  toward  cost  containment.  The 
other,  in  discussing  ways  to  influence  hospital  utilization,  volunteered 
that  "...over-utilization  cuts  in  on  the  bonus  at  the  end  of  the  year."  He 
went  on  to  say  that  he  thought  the  other  doctors  were  aware  of  the  bonus,  but 
"hospital  utilization  can't  be  controlled  beyond  a  certain  point." 
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The  remaining  two  group  practice  HMOs  which  employ  incentive  arrangements 
to  affect  inpatient  utilization  have  never  made  payments  under  the  arrange- 
ments.   One  of  the  two,  the  Genesee  Valley  Group  Health  Association  in 
Rochester,  NY,  had  lowered  inpatient  utilization  below  400  days  per  1000 
during  1975  and  1976  (425  in  1977)  without  any  incentive  payments.  The 
physicians  in  the  medical  group  are  paid  a  salary,  and  the  medical  group  is 
not  at  risk  for  hospitalization.    However,  the  physicians  interviewed  seemed 
to  be  more  aware  of  the  need  for  utilization  controls,  and  how  the  HMO's 
viability  depended  on  lower  utilization,  than  any  other  physicians  interviewed. 
The  medical  director  explained  this  as  an  instinct  to  survive  which  is  only 
partially  related  to  personal  financial  considerations.    These  physicians 
perceive  a  challenge  in  making  an  HMO  work  in  the  atypical  medical  care 
system  in  Rochester.     Further  discussion  of  this  situation  is  postponed 
until  Chapter  V,  Competition. 

In  addition  to  the  four  medical  group  model  HMOs  that  had  incentive  arrange- 
ments with  their  medical  groups,  one  IPA,  The  Franklin  Area  Health  Plan, 
employs  a  risk/incentive  arrangement  with  the  medical  group  that  sponsors  it. 
Under  this  arrangement  the  HMO  and  the  medical  group  share  equally  the  first 
20%  of  any  surplus  or  deficits.    Above  that  the  HMO  assumes  full  responsibility. 
The  fee-for-service  physicians  in  the  community  also  participate  in  the  program 
but  do  not  share  any  surplus  or  deficits. 

The  individual  physicians  in  the  group  are  paid  a  salary  plus  an  incentive 
based  on  productivity.    Since  the  medical  groups'  HMO  income  (about  20%  of 
the  total  group  income)  is  pooled  with  fee-for-service  income,  there  is  no 
way  to  trace  the  incentive  payment  back  to  HMO  associated  activities.  The 
HMO  administrator  felt  that  the  HMO  would  not  work  without  the  medical  group 
being  at  risk,  but  did  not  feel  that  the  medical  group  practiced  any  differently 
on  its  HMO  patients  than  its  fee-for-service  patients.     Since  the  HMO  population 
is  small  (2700) ,  inpatient  utilization  rates  are    susceptible  to  wide  variations 
from  one  or  two  cases.    Days  per  thousand  have  gone  from  350  to  590  recently. 
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One  of  the  physicians  interviewed  supported  the  HMO  administrator's  contention 
that  risk  makes  physicians  much  more  aware  of  costs.    He  felt  that  the  group 
physicians  had  a  greater  awareness  of  cost  than  the  remaining  community 
physicians.     "This  is  part  of  the  reason  physicians  select  group  practice. 
Money  is  not  the  primary  concern  of  most  group  practice  physicians,  or  it 
is  tempered  by  an  awareness  of  what  medical  care  costs  the  patient.  Physicians 
outside  of  the  group  do  not  share  this  concern."    He  felt  that  physicians  need 
more  information  on  costs  for  services,  including  cost-consciousness  education 
in  medical  school. 

The  group's  medical  director  did  not  perceive  a  need  for  financial  risk.  He 
felt  that  utilization  review  was  sufficient  to  change  behavior,  and  that  it 
wasn't  necessary  to  cut  back  on  services,  merely  redirect  them.    The  group  had 
compared  the  services  delivered  to  both  fee-for-service  and  prepaid 
hypertensives,  and  found  that  the  prepaid  members  received  a  higher  percentage 
of  services.    The  medical  director  also  felt  that  physicians  need  not  restrict 
tests  to  save  money,  but  redirect  their  practice  to  an  ambulatory  mode.  He 
also  stated  that  competition  between  prepayment  and  fee-for-service  is  the 
optimal  situation  for  cost  control,  as  they  "keep  each  other  honest." 

No  Incentives  on  Physicians  to  Control  Inpatient  Utilization 

There  were  two  HMOs  which  placed  no  direct  incentives,  either  risk  or  reward, 
on  their  physicians  to  control  inpatient  utilization.    One  of  these,  Rhode 
Island  Group  Health  Association,  is  a  staff  model  HMO  whose  physicians  are 
paid  a  straight  salary,  differentiated  only  by  speciality  and  length  of  service. 
Despite  this,  RIGHA's  hospital  utilization  experience  has  been  in  the  low 
400s  the  last  two  years. 

In  many  respects  the  RIGHA  experience  parallels  that  of  the  Genesee  Valley 
Group  Health  Association.     RIGHA  encountered  severe  financial  problems  early 
in  its  existence.    Even  though  these  have  been  overcome  and  the  HMO  has  over 
25,000  subscribers,  it  is  still  operating  at  a  small  deficit  each  ye?r.  The 
medical  director  sees  to  it  that  the  physicians  maintain  an  awareness  of  the 
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financial  plight  of  the  HMO.     The  physicians  interviewed  reflected  this 
approach,  expressing  their  support  for  the  cost-effective  approach  to 
medical  care  and  their  recognition  of  the  impact  their  decisions  have  on 
costs.     In  the  words  of  an  internist,  "Many  people  are  concerned  for,  and 
proud  of  RIGHA.     The  financial  problems  RIGHA  has  had  makes  one  think  twice 
about  admissions.     It  may  affect  our  use  of  consultants."    The  medical 
director  assumes  primary  responsibility  for  maintaining  this  awareness. 

The  other  HMO  with  no  risk  or  incentive  to  control  hospital  utilization  is 
the  North  Central  Health  Protection  Plan  in  Wausau,  Wisconsin.     In  this  IPA 
the  physicians  assume  risk  only  for  medical  services.    Hospital  expenses  are 
met  out  of  a  separate  fund,  ostensibly  self-supporting,  but  in  reality 
supported  by  Employers  of  Wausau  Insurance  Company.    Nevertheless,  the 
utilization  of  inpatient  hospital  days  are  relatively  low  for  an  IPA, 
ranging  from  a  high  of  527  days/1000  in  1975  to  474  the  following  year. 

The  Insurance  Company  cites  peer  review  and  information  feedback  to  the 
physicians  as  the  key  elements  in  the  success  of  their  program.    They  have 
developed  an  extensive  data  system  which  facilitates  the  operation  of  both 
of  these  control  mechanisms.    At  the  same  time  they  appear  to  have  an 
exceptional  relationship  with  the  physicians  in  the  community,  eliciting  a 
great  deal  of  cooperation  in  the  operation  of  the  program.    However,  this 
does  not  answer  the  question  of  what  motivates  the  physicians  to  accept  peer 
review  and  act  on  information  to  change  their  practice  patterns. 

Part  of  the  answer,  at  least  in  Wausau,  could  be  the  position  of  the  insurer 
as  the  leading  employer  in  the  community.    Employers  of  Wausau  could,  if  it 
so  desired,  apply  an  enormous  amount  of  leverage  on  the  medical  system.  In 
some  cases  it  appears  to  have  done  so,  especially  in  the  merger  of  the  two 
hospitals  in  the  community.    But  this  explanation  does  not  account  for 
Employer's  success  with  Health  Protection  Plans  in  Chippewa,  Eau  Claire, 
and  Green  Bay,  where  they  have  no  such  leverage. 
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Another  possible  explanation,  and  one  that  led  to  the  development  of  the 
Wausau  HMO,  was  the  threat  of  competition.     A  thorough  discussion  of  this 
can  be  found  in  Chapter  V. 

Physician  Risk  for  Other  Services 

Though  only  two  of  the  HMOs  studied  put  their  physicians  at  risk  for  hospital 
utilization,  all  but  two  HMOs  place  the  physicians  directly  at  risk  for  some 
portion  of  the  HMO's  medical  services  not  delivered  by  those  physicians.  One 
exception  is  the  Community  Health  Program  of  Queens-Nassau  in  New  Hyde  Park, 
New  York.    This  HMO,  which  is_  the  Blue  Cross  Plan  in  New  York  City,  negotiates 
an  annual  budget  with  the  medical  group.    The  budget  is  designed  to  cover  all 
costs  of  delivering  care  at  the  medical  group,  including  hospital,  professional, 
and  out-of-area  coverage.     There  is  a  provision  for  an  incentive  to  the  medical 
group  if  they  operate  under  budget.    However,  no  incentive  payment  has  ever 
been  made.     Blue  Cross  pays  any  deficits  incurred  by  the  HMO.  Inpatient 
utilization  in  1976  was  above  600  days/ 1000,  and  in  1977  it  dropped  to  595. 

The  rationale  for  this  financial  arrangement  originated  with  the  hospital's 
participation  in  the  program.    When  Blue  Cross  first  attempted  to  develop  an 
HMO  they  contacted  hospitals  in  the  area,  seeking  joint  sponsorship.  Long 
Island  Jewish  Hospital,  a  major  referral  hospital,  indicated  a  willingness 
to  participate,  provided  the  medical  group  was  organized  along  the  lines  of 
a  division  of  the  hospital.    This  necessitated  the  negotiated  budget  arrange- 
ment, with  no  risk  being  taken  by  the  medical  group.      This  arrangement  has 
persisted  up  to  this  time,  although  both  organizations  intend  to  shift  to  a 
capitation  reimbursement  once  the  HMO  reaches  breakeven  point. 

The  other  HMO  is  the  staff  model  group  practice  plan  Rhode  Island  Group 
Health  Association.    Within  that  plan  the  physicians  are  not  directly  at 
risk  for  anything,  but  are  employed  by  the  organization  at  risk  for  virtually 
all  services. 

The  most  common  risk  employed  by  HMOs  is  for  referrals  to  physicians  out- 
side of  the  participating  group.     This  risk  is  not  significant  in  IPAs, 
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since  they  encompass  most  specialties  within  the  group.     The  possible 
exception  is  the  Portage  County  Health  Guard,  which  has  found  it  necessary 
to  impose  tighter  referral  controls  on  the  community  physicians  due  to  a 
high  number  of  referrals  to  providers  outside  of  the  community. 

Two  of  the  five  group  practices  place  their  physicians  at  full  risk  for 
outside  referrals,  though  payment  for  such  referrals  derives  from  a 
negotiated  budget.     The  medical  group  receives  the  budgeted  amount  and 
pays  outside  specialists  directly  on  a  f ee-for-service  basis.     Both  HMOs 
impose  referral  authorization  controls  on  their  own 
reduce  the  frequency  of  outside  referrals. 

Physicians  at  the  Genesee  Valley  Group  Health  Association  can  refer  to 
virtually  any  physician  in  the  community.    Once  a  referral  is  made  there 
is  no  attempt  to  influence  the  decision  to  hospitalize  the  patient.  10% 
of  all  admissions  are  made  by  outside  referrals.    The  medical  director 
indicated  that  outside  referral  admissions  appear  to  be  the  next  area  the 
HMO  is  going  to  attempt  to  control,  along  with  selecting  certain  community 
physicians  to  direct  business  to. 

The  medical  group  affiliated  with  another  HMO,  Group  Health  of  Arizona,  is 
at  risk  for  pharmacy  and  out-of-hospital  lab  and  radiology,  in  addition  to 
outside  referral.     Pharmacy  is  capitated,  as  is  mental  health.    Most  lab  and 
x-ray  is  done  in  the  HMO's  medical  center. 

Group  Health,  of  Arizona  has  an  informal  relationship  with  outside  specialists. 
Although  the  HMO  employs  a  referral  authorization  form,  the  authorization 
procedure  is  very  loosly  structured.      There  are  no  formal  contracts  with 
outside  specialists,  but  the  HMO  physicians  "know  who  the  quality  people  are 
and  what  their  charges  are."    The  outside  physicians  were  selected  based  on 
their  known  practice  patterns,  personalities,  and  ability  to  communicate. 
Charge  was  the  least  important  criteria.    They  are  familiar  with  HMO  operations 
and  know  how  to  handle  HMO  patients.    To  the  medical  director  this  obviates  the 
necessity  for  strong  referral  controls. 

The  remaining  group  practice  HMO  has  just  recently  (1978)  placed  a  portion  of 
the  medical  group's  income  at  risk,  and  this  to  a  maximum  of  $10,000  once  a 
budgeted  amount  of  $600,000  has  been  exhausted  for  outside  referrals. 


Summary 


Chapter  III  examined  whether  or  not  an  awareness  o.r  risk  influenced  the 
frequency  with  which  physicians  hospitalize  patients.     Only  two  of  the 
nine  HMOs  place  any  degree  of  direct  risk  for  inpatient  hospitalization 
on  their  physicians,  and  both  are  IPAs.     In  both  cases  the  money  withheld 
at  risk  represents  a  small  percentage  of  each  physician's  HMO  income,  which 
in  turn  is  a  small  percentage  of  their  total  income.    Most  physicians  (and 
HMO  administrators  and  medical  directors)  interviewed  felt  that  financial 
risk  had  no  bearing  on  the  way  they  practice.    Of  those  few  physicians  who 
were  aware  of  the  risk,  none  felt  it  had  altered  their  practice  patterns. 

On  the  other  hand  the  physicians  in  both  IPAs  had  reacted  to  past  financial 
losses  by  tightening  up  on  some  controls.     One  had  reacted  by  lessening  the 
amount  the  physicians  were  at  risk.     In  both  instances  risk  per  se  was  not 
the  mechanism  that  changed  physician  practice  behavior,  but  it  provided 
physicians  with  the  incentive  to  introduce  other  mechanisms,  such  as  peer 
review,  which  can  direct  behavior  changes. 

There  were  two  group  practice  HMOs  where  the  physicians,  though  not  directly 
at  risk,  were  keenly  aware  of  the  risk  the  HMO  had  undertaken  and  were 
resolved  to  practice  cost-effectively  in  recognition  of  this  risk. 

The  four  medical  group  HMOs  were  all  interested  in  switching  to  some  type 
of  capitation  arrangement  which  would  put  the  medical  group  at  risk. 

On  the  other  hand,  all  HMO  administrators  and  medical  directors,  and  most 
physicians  interviewed,  felt  that  there  were  more  effective  ways  of  changing 
an  individual  physician's  practice  patterns  than  applying  risk.      These  range 
from  reward  incentives  to  peer  interaction.    They  will  be  discussed  in  greater 
detail  in  the  next  chapter,  as  we  begin  to  formulate  a  model  of  the  factors  that 
influence  inpatient  hospitalization. 
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Chapter  IV 

A  Model  of  Factors  Which  Influence  Hospital  Utilization 


Although  one  of  the  objectives  of  this  study  was  to  relate  physician 
reimbursement  methods  to  physician  use  of  the  hospital,  obviously 
hospital  utilization  in  an  HMO  is  influenced  by  a  variety  of  factors. 
In  order  to  determine  the  impact  of  the  reimbursement  mechanism  on  the 
physician's  hospitalization  behavior^  we  attempted  to  identify  and 
assimilate  all  of  the  factors  which  influence  hospital  utilization  into 
a  descriptive  model.     In  this  chapter  we  will  set  the  stage  for  the  model, 
describe  the  various  factors,  examine  their  interactions,  and  discuss 
their  relative  importance. 

CONTROLLING  THE  COST  OF  MEDICAL  SERVICES 

The  total  cost  of  providing  medical  services  in  an  HMO  is  a  function  of  the 
cost  of  individual  services  and  frequency  of  utilization.     As  Chart  4A  illus- 
trates, controlling  the  cost  of  services  can  involve  selecting  less  costly 
sources  of  care  and  negotiating  reductions  in  charges.     Reinhardt  (34),  in 
studying  the  Kaiser  system,  found  that  Kaiser  was  unable  to  influence  greatly 
the  cost  per  unit  of  service  instead  of  relying  on  control  of  frequency  of 
services  to  affect  cost  reductions.     On  the  contrary,  we  found  evidence  that 
HMOs  can  influence  the  cost  of  services,  though  to  a  lesser  extent  than 
utilization. 


CHART  4A  -  CONTROLLING  THE  COST  OF  SERVICES 
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Select  less  costly  sources  of  care 


One  example  of  selecting  a  less  costly  source  of  care  would  be  the  HMO 
that  selects  hospitals  with  lower  per  diem  charges.     The  Community  Health 
Program  of  Queens/Nassau,  faced  with  very  high  per  diem  charges  at  its 
primary  hospital,  is  now  beginning  to  use  other  less  expensive  hospitals 
in  the  community;  CHPQN  considers  this  shopping  around  for  less 
expensive  hospitals  as  a  major  means  of  reducing  their  costs.     In  another 
example,  the  Genesee  Valley  Group  Health  Association  moved  their  pediatric 
and  obstetric  admissions  from  one  hospital  to  others  because  per  diem  rates 
were  becoming  prohibitive. 

Another  way  in  which  HMOs  can  select  less  costly  sources  of  care  is  to 
employ  alternatives  to  expensive  care,  such  as  home  health  care,  ambulatory 
surgery,  physician  assistants,  nurse  practitioners,  and  acute  care  centers 
within  the  HMO  facility.     In  most  cases  the  adoption  of  these  alternatives 
will  be  a  two-step  process,  one  being  to  make  these  alternatives  available 
for  use  by  HMO  physicians,  and  the  second  to  encourage  physicians  to 
use  the  services.    Most  of  these  programs  will  be  discussed  in  greater 
detail  in  the  section  on  modifying  physician  practice  patterns.     Of  the 
HMOs  visited,  only  Rhode  Island  Group  Health  Association  had  an  acute  care 
center  located  within  the  HMO.    They  found  that  the  facility  was  highly 
utilized  and  they  suspect  that  it  decreases  the  utilization  of  emergency 
room  services  at  the  hospital.     Community  Health  Program  of  Queens/ 
Nassau,  which  experiences  high  emergency  room  costs,  is  very  interested 
in  establishing  an  acute  care  facility  in  the  HMO.     One  additional  example 
of  interest  is  the  generic  formulary  used  by  New  Mexico  Health  Care 
Corporation.     NMHCC  has  compiled  and  published  a  formulary  of  generic 
drugs  for  use  by  participating  physicians.     The  formulary  allows  the 
physicians  to  prescribe  by  generic  name,  and  because  New  Mexico  has 
an  anti-substitute  law,  pharmacies  are  prohibited  from  changing  the  pre- 
scription from  the  less  expensive  generic  product  to  a  brand  name. 
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A  third  example  of  how  HMOs  might  select  less  costly  sources  of  care 
consists  of  employing  physicians  at  lower  salaries.     The  hiring  of  physicians 
at  salaries  less  than  what  they  would  receive  in  private  practice  is  very 
common  for  group  practice  HMOs.     Physicians  interested  in  joining  a  group 
practice  HMO  may  be  attracted  by  non-pecuniary  advantages  such  as  a  more 
structured  work  day,  more  free  time,  peer  interaction,  and  the  absence 
of  start-up  expenses  and  administrative  burdens.    Many  of  the  physicians 
attracted  to  the  group  practice  style  of  medicine  are  relatively  young 
physicians  who  appear  to  have  fewer  reservations  about  group  practice  or 
HMOs.     Because  young  physicians  can  generally  be  paid  less,  and  because 
of  the  non-pecuniary  attractions  mentioned  above,  group  practice  HMOs 
can  attract  physicians  at  lower  salaries. 


It  was  clear  in  our  discussion  with  group  practice  HMO  physicians  that 
they  generally  receive  less  than  what  they  would  receive  were  they  in 
private  practice  in  the  community. 

Negotiate  reductions  in  charges 

One  way  in  which  HMOs  can  reduce  costs  is  to  negotiate  fee  schedules  or 
discounts  on  physician  and/or  hospital  services.     In  three  of  the  IPAs 
studied  the  administration  negotiates  fees  annually  with  participating 
physicians  to  ensure  that  fees  are  not  excessive.    The  establishment 
of  fee  ceilings  for  participating  physicians  was  viewed  as  a  very  important 
cost-control  mechanism  at  New  Mexico  Health  Care  Corporation.     With  regard 
to  outside  specialists,  both  the  Health  Maintenance  Plan  of  Cincinnati  and 
Rhode  Island  Group  Health  Association  have  negotiated  capitation  arrange- 
ments for  needed  services  with  some  outside  specialists.     RIGHA  feels  that 
a  capitation  arrangement  with  outside  specialists  is  a  critical  cost- 
containment  mechanism. 

Costs  can  also  be  reduced  by  obtaining  discounts  on  hospital  charges.  For 
example,  RIGHA  obtains  a  three  to  eight  percent  discount  for  all  hospital 
billed  charges  by  contracting  with  Blue  Cross  to  receive,  process,  and  pay 
claims  for  the  HMO.     Community  Health  Program  of  Queens/Nassau  pays  the 
discounted  Blue  Cross  per  diem  at  each  of  the  hospitals  it  uses. 
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As  the  purchaser  of  a  large  number  of  goods  and  services,  an  HMO  can  often 
achieve  cost  savings  by  negotiating  reductions  in  charges  based  on  volume 
purchasing.     Portage  County  Health  Guard,  New  Mexico  Health  Care  Corporation, 
and  Group  Health  of  Arizona  all  have  negotiated  for  reductions  in  prescription 
drug  costs  with  local  pharmacies  based  on  volume  purchasing. 

REDUCING  THE  UTILIZATION  OF  MEDICAL  SERVICES 

While  some  savings  can  be  realized  by  applying  chiefly  marketplace  leverage 
to  the  cost  of  services,  HMOs  have  very  little  control  over  how  prices  are 
set  to  begin  with.     On  the  other  hand  they  can  significantly  influence  the 
other  major  component  of  the  total  cost  of  medical  services,  the  utilization 
of  services.     It  is  on  this  aspect  that  we  focus  the  remainder  of  this  chapter. 

Chart  4B  illustrates  that  utilization  of  hospital  services  within  an  HMO 
is  primarily  determined  by  the  characteristics  of  the  enrolled  population, 
hospital  incentives  and  operating  patterns,  and  physician  incentives  and 
practice  patterns.  The  variables  that  constitute  these  three  categories 
represent  the  basis  for  a  descriptive  model  of  the  utilization  of  health 
care  services  within  an  HMO.  Prior  to  constructing  this  model  we  will 
discuss  these  three  categories  in  turn. 


CHART  4B  -  DETERMINANTS  OF  HOSPITAL  UTILIZATION  WITHIN  AN  HMO 
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Characteristics  of  the  Enrolled  Population 


Simply  stated,  an  HMO  can  favorably  impact  its  utilization  of  services 
by  either  selecting  a  healthy  subscriber  population  or  modifying  the 
utilization  decisions  of  the  enrolled  population.  .We  know  that  a  number  of 
demographic  variables,  such  as  age,  sex,  education,  income,  family  size^ 
etc.  are  direct  indicators  of  the  level  of  utilization  of  health  services. 


CHART  4C  -  FACTORS  THAT  IMPACT  HOSPITAL  UTILIZATION  IN  AN  HMO 
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Selecting  a  favorable  population 


With  a  knowledge  of  these  factors  an  HMO  could  affect  utilization  by 
selecting  a  subscriber  population  with  demographic  characteristics  which 
would  be  expected  to  result  in  low  utilization  behavior.     To  a  certain 
extent  this  is  employed  by  all  of  the  HMOs  studied,  since  they  limit 
their  marketing  to  the  employed  population  or,  in  the  case  of  the  Franklin 
Area  Health  Plan,  a  relatively  young  near-poor  population. 

The  North  Central  Health  Protection  Plan  additionally  insures  against 
anti-selection  by  requiring  that  80-85%  of  the  group  enroll  in  the  HMO. 
This  effectively  spreads  their  risk  by  requiring  that  the  healthy  join 
along  with  the  unhealthy. 

Spreading  the  selection  risk  by  increasing  enrollment  penetration  can  be 
accomplished  without  imposing  minimum  penetration  limits  if  premium 
differentials  can  be  eliminated.     In  such  cases  it  will  be  easier  to 
enroll  the  healthy  employee  who  is  shopping  on  the  basis  of  price  or 
benefits.     Of  the  HMOs  studied,  only  Group  Health  of  Arizona  had  premiums 
comparable  to  traditional  health  insurance  premiums  in  the  area.     Two  of 
the  IPAs  marketed  their  significantly  higher  cost  benefit  packages  as 
"Cadillac"  plans  in  the  area,  in  full  recognition  of  the  potential  adverse 
selection  this  could  engender. 

Because  of  the  premium  differentials,  the  HMOs  studied  felt  that  they  had 
a  disproportionately  greater  number  of  high  utilizers  relative  to  other 
health  insurance  group  accounts.     Most  felt  that  ,  their  extensive  benefits 
tend  to  attract  individuals  with  serious  diseases  or  individuals  in  need  of 
specific  short-term  services,  such  as  maternity  care  or  a  particular 
operation.    Many  of  the  former  fee-for-service  physicians  interviewed 
alluded  to  higher  proportions  of  certain  diagnoses  they  were  encountering 
in  the  HMO. 
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Modifying  Population  Utilization  Behavior 


In  addition  to  selecting  a  population  that  utilizes  fewer  health  services, 
an  HMO  can  attempt  to  modify  utilization  behavior  of  subscribers  already 
enrolled.     A  wide  variety  of  mechanisms  exist  to  modify  subscriber  behavior. 
The  most  widespread  of  these  mechanisms  is  probably  cost  sharing  through 
deductibles  or  copayments.     Cost  sharing  advocates  feel  that  it  provides 
an  additional  incentive  for  consumers  to  examine  the  necessity  of  a  medical 
service,  thus  reducing  utilization  of  health  care  services.    Donabedian  (7) 
supports  this  contention,  but  unfortunately  does  not  indicate  whether  the 
services  eliminated  were  in  fact  unnecessary. 

Most  of  the  HMOs  interviewed  had  cost  sharing  arrangements  to  some  extent. 
For  example,  the  North  Central  Health  Protection  Plan  had  a  50  percent  co- 
payment  on  all  outpatient  pyschiatric  care  with  a  $500  maximum  per  year. 
All  the  HMOs  with  prescription  drug  programs  had  copayments.     Both  Genesee 
Valley  Group  Health  Association  and  New  Mexico  Health  Care  Corporation  had 
$3  copayments  on  office  visits,  with  the  latter  also  having  a  $450  deductible 
on  maternity  for  some  groups,  an  $8  copayment  on  emergency  room  services, 
and  a  $5  copayment  on  house  calls. 

Another  way  to  modify  subscriber  behavior  is  to  educate  enrol lees  to  utilize 
services  more  appropriately.    A  portion  of  this  education  can  consist  of 
instilling  in  the  subscribers  awareness  of  how  an  HMO  operates  and  the 
individual's  responsibility  in  containing  costs.     As  one  physician  at 
Rhode  Island  Group  Health  Association  said,  "Much  over-hospitalization  is 
the  patient's  fault;  they  want  extra  days."    New  Mexico  Health  Care 
Corporation  sends  a  yearly  profile  of  subscriber  services  to  each  subscriber 
as  a  reminder  of  the  important  role  they  play  in  the  financial  viability 
of  the  plan.     At  the  Health  Maintenance  Plan/Cincinnati  a  nurse-coordinator 
educates  each  hospitalized  HMO  patient,  preparing  them  for  a  prompt  discharge. 
Although  Community  Health  Program  of  Queens/Nassau  does  not  have  any  structured 
form  of  subscriber  education,  they  feel  that  the  modification  of  consumer  ex- 
pectations through  education  is  a  major  means  of  potentially  reducing  un- 
necessary utilization. 
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Health  promotion  and  prevention  constitute  other  areas  in  which  education 
can  be  used  to  decrease  subscriber  utilization  of  health  care  services. 
HMOs  generally  find  that  their  most  effective  programs  are  those  that 
address  specific  and  rather  acute  needs  of  their  enrollees  (for  example, 
prenatal  courses,  diabetes  control,  and  asthma  control)  and  those  that  can 
be  delivered  on  an  individual  basis  during  the  course  of  a  clinic  visit 
(for  example,  instruction  on  management  of  conditions  such  as  colds,  fever, 
and  diarrhea) . 

In  addition,  HMOs  may  have  classes  on  specific  risk  factors,  such  as 
smoking  cessation  and  weight  loss;  both  New  Mexico  Health  Care  Corporation 
and  Health  Maintenance  Plan/Cincinnati  made  these  courses  available.  Most 
of  the  HMOs  interviewed  employed  some  formal  health  education  program, 
frequently  through  their  newsletters.    Most  also  readily  admit  that  there 
is  no  empirical  evidence  supporting  the  cost-effectiveness  of  these  programs. 
However,  to  quote  the  administrator  of  Genesee  Valley  Group  Health  Association 

it  is  simply  good  medicine  (to  use  health  education)."    Although  the 
application  of  health  promotion  and  prevention  applies  equally  to  PGPs  and 
IPAs,  group  practices  have  a  distinct  advantage  in  having  a  ready  facility 
in  which  to  conduct  classes. 

Hospital  Incentives  and  Operating  Patterns 

A  second  determinant  of  inpatient  utilization  in  an  HMO,  sometimes  overlooked, 
is  the  hospital.    As  chart  4D  indicates,  an  HMO  can  either  select  cost- 
effective  hospitals  to  deal  with  or  modify  the  behavior  of  hospitals  to  make 
them  more  cost-effective. 
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CHART  4D  -  FACTORS  THAT  IMPACT  HOSPITAL  UTILIZATION  IN  AN  HMO 
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In  selecting  cost-effective  hospitals,  HMOs  should  examine  not  only  per 
diem  costs  but  also  the  efficiency  with  which  a  hospital  operates.  Un- 
fortunately, measuring  hospital  efficiency  can  be  very  difficult.  Relative 
efficiency  may  be  indicated  by  a  number  of  factors.     For  example,  the 
average  length-of-stay/diagnosis  as  compared  to  other  hospitals  in  the 
area  may  provide  some  indication  of  the  hospital's  concern  with  prompt 
and  appropriate  discharge.     A  hospital's  willingness  to  conduct  preadmission 
testing  or  ambulatory  surgery  may  also  indicate  a  concern  for  costs. 
Efficient  hospitals  will  generally  tend  to  discourage  admissions  just 
before  a  weekend  unless  services  are  provided  over  the  weekend.  The 
relatively  efficient  hospital  without  weekend  services  would  be  expected 
to  have  lower  occupancy  rates  over  the  weekend  when  the  hospital  assumes 
a  largely  caretaker  role.     Efficiency  can  also  be  gauged,  to  some  extent, 
by  examining  the  number  of  services  one  hospital  shares  with  another.  The 
efficient  hospital  will  share  services  with  other  hospitals  rather  than 
purchase  and  underutilize  their  own  equipment  and  services. 
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The  Portage  County  Health  Guard/Stevens  Point,  Wisconsin>  is  an  example 
of  an  HMO  whose  ability  to  control  utilization  depends  greatly  on  the  role 
of  the  community  hospital.     St.  Michael's  is  the  only  hospital  in  Portage 
County,  giving  it  a  significant  degree  of  influence  over  the  practice  of 
medicine  in  the  community.     At  the  prodding  of  the  Wisconsin  rate  review 
commission,  St.  Michael's  undertook  a  number  of  cost-containment  activities, 
in  the  face  of  a  strong  reaction  from  their  physicians.     The  hospital  ad- 
ministrator stated  that  this  was  possible  because  the  hospital  did  not 
have  to  worry  about  the  doctors  going  elsewhere.     Some  of  the  cost-containment 
activities  included: 

•  Reduced  the  number  of  acute  care  beds  from  228  to  152 

•  Reduced  staffing  levels  from  500  to  411 

0    Instituted  a  Certified  Hospital  Admission  Program  (Preadmission 
certification) 

•  Expanded  concurrent  and  retrospective  review 

These  changes,  which  took  place  independently  of  the  development  of  the  HMO, 
resulted  in  occupancy  levels  rising  to  85-95%  range,  length-of-stay  dropping 
to  6.5  days  (7.5  average  in  Wisconsin)  and  a  decline  of  15%  in  number  of 
admissions  between  1976  and  1977.     The  HMO  shares  with  the  rest  of  the 
community  the  benefits  of  such  progressive  hospital  administration. 

Another  means  of  controlling  hospital  utilization  is  selecting  hospitals 
with  high  occupancy  levels.     Such  hospitals  may  discourage  inappropriate 
admissions,  postpone  elective  admissions,  and  encourage  prompt  discharge. 
The  Community  Health  Program  of  Queens/Nassau  found  that  utilization 
controls  for  its  physicians  were  unnecessary  because  Long  Island  Jewish 
Hospital,  with  a  95%  occupancy  rate,  was  constantly  pressuring  physicians 
to  admit  only  necessary  cases  and  discharge  them  as  soon  as  it  was  appro- 
priate.    Genesee  Valley  Group  Health  Association    has  had  a  similar  ex- 
perience with  the  Rochester  General  Hospital,  where  high  occupancy  levels 
result  in  constant  reminders  from  the  hospital  to  admit  appropriately  and 
discharge  promptly.     Health  Maintenance  Plan/Cincinnati  is  limited  by  the 
high  occupancy  at   its  affiliated  hospital,  Good  Samaritan. 
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It  should  be  kept  in  mind  here  that  a  high  occupancy  rate  may  not  always 
reflect  an  efficient  or  cost-effective  hospital.     Nor  does  an  HMO  often 
have  the  luxury  of  selecting  a  hospital  to  do  business  with.     Of  the  nine 
HMOs  studied,  six  were  limited  in  their  choice  of  hospitals,  either 
because  of  sponsorship  affiliations  or  the  hospital  (s)  was  the  only  one  in 
the  area.    Any  utilization  savings  at  Queens/Nassau  and  Cincinnati,  where 
high  occupancy  rates  serve  to  control  utilization,  could  be  more  than  off- 
set by  the  high  per  diems  at  those  major  tertiary  care  centers. 

A  further  indication  of  a  hospital's  concern  with  cost  effectiveness  and 
efficient  operation  is  the  willingness  and  readiness  with  which  hospitals 
accept  and  implement  utilization  control  mechanisms.     These  control 
mechanisms  usually  take  the  form  of  utilization  review,  either  as  pre- 
admission certification  or  concurrent  review.     Portage  County  Health 
Guard  utilizes  the  Certified  Hospital  Admission  Program  (CHAP)  at 
St.  Michael's  Hospital.     The  program  functions  through  a  nurse  coordinator 
at  the  hospital  and  is  designed  to  eliminate  inappropriate  admissions.  In 
many  cases  these  utilization  review  controls  need  to  be  developed  and  im- 
plemented by  the  HMO,  and  will  be  discussed  in  greater  detail  in  our  dis- 
cussion on  modifying  physician  behavior.     The  major  advantage  of  effective 
hospital-based  utilization  controls  is  that  they  enable  the  HMO  to  control 
the  practice  of  their  participating  physicians  without  having  to  institute 
formal  internal  controls.    This  is  particularly  valuable  for  an  IPA,  which 
may  otherwise  lack  a  credible  or  acceptable  focal  point  for  such  controls. 

While  the  selection  of  cost-effective  hospitals  may  be  very  appropriate  for 
the  PGP,  which  has  the  ability  to  direct  hospitalizations  to  selected 
institutions,  it  may  be  politically  difficult  for  community-wide  IPAs  to 
accomplish  the  same. 

Modifying  Hospital  Practice  Patterns 

The  degree  to  which  hospitals  are  concerned  about  providing  cost-effective 
care  can  be  modified  by  an  HMO.    For  example,  a  hospital's  desire  to  influence 
utilization  will  depend  on  whether  the  hospital  is  at  risk  for  HMO  patients 
and  whether  the  hospital  has  an  exclusive  a  -rangement  with  the  HMO  whereby 
all  HMO  patients  are  hospitalized  there.    The  former  gives  the  hospital  a 
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financial  incentive  to  control  utilization,  and  the  latter  ties  the 
hospital  more  closely  to  the  HMO.    An  HMO's  leverage  over  a  hospital,  and 
thereby  its  abilities  to  influence  hospital  incentives,  can  be  enhanced 
by  the  number  of  HMO  patients  the  hospital  serves. 

St.  Michael's  Hospital  in  Portage  County  agreed  to  accept  a  minimal  risk 
arrangement  where  3  percent  of  charges  is  withheld  to  cover  potential 
deficits  in  hospitalization  expenditures.     If  a  surplus  occurs,  St.  Michael's 
shares  in  the  savings;  if  the  withheld  funds  are  insufficient  to  cover  the 
deficit,  the  physician's  fund  or  the  sponsoring  insurer  pays  the  remainder. 
New  Mexico  Health  Care  Corporation  contracts  with  Presbyterian  Hospital 
Center  and  St.  Joseph's  Hospital  for  hospital  services.    The  agreement 
provides  for  full  risk  sharing  of  hospital  expenses;  these  hospitals  have 
been  paid  at  the  same  rate  as  physicians,  approximately  89  percent,  in 
both  1976  and  1977. 

A  group  practice  HMO  is  more  likely  to  be  able  to  direct  most  of  its  patients 
to  one  facility  and  thus  persuade  that  hospital  to  operate  more  cost 
effectively  through  the  acceptance  of  risk  or  some  other  modifier.  Unless 
an  HMO  has  considerable  leverage  with  a  hospital  through  sponsorship, 
competitive  threat  from  other  hospitals,  or  the  number  of  patients  the  HMO 
supplies,  it  is  unlikely  the  HMO  will  be  able  to  obtain  a  favorable 
contractual  arrangement,  including  risk,  with  a  local  hospital. 
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Physicians  Incentives  and  Practice  Patterns 


Just  as  with  the  population  and  the  hospital,  HMOs  have  the  options  of 
selecting  cost-effective  physicians  and/or  modifying  their  practice 
patterns.     Chart  4E  illustrates  this. 

CHART  4E  -  FACTORS  THAT  IMPACT  HOSPITAL  UTILIZATION  IN  AN  HMO 
PHYSICIAN  PRACTICE  PATTERNS 
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Selecting  Cost-Ef f ective  Physicians 

By  selecting  physicians  who  practice  in  a  cost-effective  manner,  HMOs  can 
significantly  affect  hospital  utilization.     Some  characteristics  or  possible 
indicators  of  cost-effective  physicians  include  orientation  toward  ambulatory 
practice,  acceptance  of  peer  scrutiny,  ability  to  relate  to  peers  and  adminis- 
tration, age  of  the  physician,  and  workplace  orientation  (hospital  vs.  office). 
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One  physician  int erviewed  stated  that,  "Recruitment  is  a  crucial  factor  in 
maintaining  rapport  among  physicians."    The  medical  director  of  another  plan 
stated  that,  "Younger  physicians  are  more  amenable  to  group  practice,  but 
at  the  same  time  are  much  more  test-  and  procedure-oriented  because  they 
lack  experience  and  clinical  judgment."    A  leading  surgeon  in  one  community, 
who  had  traditionally  opposed  group  practice  because  "you  couldn't  choose 
who  you  worked  with"  joined  the  HMO's  medical  group  because  the  physicians 
in  it  "practice  the  way  I  like  to  practice." 

The  selection  of  cost-effective  physicians  applies  to  referral  physicians 
as  well  as  full-time  participating  physicians.    For  example,  the 
referral  physicians  utilized  by  Group  Health  of  Arizona  are  selected  more 
on  the  basis  of  their  practice  habits  and  ability  to  communicate  than  the 
price  they  charge.     At  Rhode  Island  Group  Health  Association  the  primary 
criteria  for  full-time  physician  selection  include  competency,  interest  in 
seeing  patients,  and  the  ability  to  get  along  with  peers.  Unfortunately, 
these  criteria  often  have  to  be  compromised  in  hiring  specialists,  where 
selection  depends  to  a  great  extent  on  availability. 

Selection  of  cost-effective  physicians  is  much  more  likely  to  be  feasible 
in  the  group  practice  setting.     By  its  very  nature  the  PGP  can  be  more 
selective  in  hiring  full-time  physicians  for  a  medical  staff.     The  PGP 
can  legitimately  screen  out  high  utilizers  at  the  beginning,  as  well  as 
look  for  other  characteristics  in  physicians  which  make  them  more  compa- 
tible with  the  group's  practice  philosophy.     As  the  medical  director  of 
one  PGP  said,  "There  are  factors  that  are  incompatible  with  pre-paid 
group  practice.     One  is  the  entrepreneur  type.     The  other  is  a  psycholo- 
gical factor—the  ego-involved  physician."    In  addition  to  RIGHA,  two 
other  group  practice  HMOs,  Queens/Nassau  and  Rochester,  felt  that  the 
initial  selection  of  cost-effective  physicians  was  of  paramount  importance 
in  controlling  unnecessary  utilization.     GVGHA  also  has  a  committee 
periodically  reviewing  competency,  interpersonal  skills,  and  individual 
commitment  of  physicians  in  the  group. 

Surprisingly,  the  strongest  advocate  of  initial  selection  of  physicians 
was  an  I PA,  the  New  Mexico  Health  Care  Corporation.     NMHCC  currently 
employs  the  greatest  number  of  cost-control  mechanisms  of  any  of  the  HMOs 
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interviewed.     The  HMO  administrator  felt  that  these  mechanisms  were 
insufficient  to  influence  the  style  of  practice  of  some  high  utilizing 
physicians.     For  the  most  part  they  can  weed  out  unnecessary  and 
inappropriate  utilization,  but  beyond  a  certain  point  the  cost-effective 
practice  of  medicine  becomes  a  question  of  style  of  practice.  Two 
physicians  may  treat  the  same  case  entirely  different,  one  in  the  hospital 
and  one  outside,  and  either  treatment  will  pass  the  closest  scrutiny. 
At  that  point  the  only  remaining  cost-effective  mechanism  is  to  select  the 
preferable  practice  style. 

An  IPA's  fundamental  problem  is  that  it  is  usually  forced  to  accept  both 
cost-effective  and  high  utilizing  providers.     In  addition  an  IPA  usually 
must  live  with  the  specialty  mix  in  the  community,  whether  that  mix  is 
optimal  or  not.     Consequently  an  IPA  often  finds  that  it  must  utilize 
extensive  control  mechanisms  in  an  attempt  to  alter  the  practice  orientation 
of  the  high  utilizers.     Control  mechanisms  necessary  to  accomplish  this  may 
be  onerous  to  cost-effective  as  well  as  high-utilizing  physicians.  Despite 
these  constraints  a  modified  selection  process  was  in  effect  at  NMHCC , 
where  all  physicians  are  reviewed  annually  for  cost  and  quality  of  care 
in  order  to  qualify  them  for  reappointment  as  a  participating  provider. 
In  the  past  some  have  been  refused  reappointment. 

Modifying  Physician  Practice  Patterns 

In  addition  to  the  selection  of  cost-effective  physicians,  there  are  a 
number  of  mechanisms  by  which  HMOs  can  attempt  to  modify  physician  behavior. 
Some  of  these  fall  into  a  category  of  administrative  controls  or  procedures 
that  HMOs  maintain.     These  are  briefly  described  below. 

ADMINISTRATIVE  CONTROLS 

•    Plan  authorization  of  outside  referrals  -  Seven  of  the  nine  HMOs  studied 
required  prior  authorization  before  a  referral  could  be  made  to  an  outside 
specialist.     In  most  cases  outside  referrals  must  be  authorized  by  the 
medical  director  or  the  medical  department.    These  referral  controls  are 
designed  to  encourage  plan  physicians  to  carefully  examine  their  reasons 
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for  referral  to  see  if  they  are  truly  indicated.     If  referrals  are 
indicated,  the  number  of  visits  to  the  consultant  a  plan  member  can  make 
without  renewal  is  usually  limited. 

The  HMOs  also  attempt  to  place  controls  on  admissions  by  outside  special- 
ists by  requiring  the  outside  specialist  to  obtain  prior  authorization 
for  such  admissions. 

At  Community  Health  Program  of  Queens/Nassau,  past  policy  had  been  to  un- 
questionably cover  the  costs  of  referral  admissions  under  the  belief  that 
such  admissions  would  probably  have  occurred  anyway.     However,  the  medical 
director  has  begun  to  realize  that  better  referral  controls  offer  an 
important  means  of  reducing  costs,  and  plans  to  implement  referral  controls 
in  the  near  future.      "h^  physicians  at  Health  Maintenance  Plan/Cincinnati 
have  a  two-step  control  process  on  referrals  going  to  non-capitated  outside 
specialists  even  though  they  are  essentially  not  at  risk  for  such  referrals. 
First,  the  department  director  screens  each  referral  request  for  urgency 
and  then  sends  the  elective  referrals  on  to  the  medical  director  for  further 
review.     Referrals  made  by  Rhode  Island  Group  Health  Association  physicians 
do  not  require  approval  by  the  medical  director.     All  referrals  are  authorized 
for  only  a  specified  number  of  visits,  and  referral  physicians  cannot  hospitalize 
RIGHA  patients  without  the  approval  of  the  referring  doctor. 

At  Franklin  Area  Health  Plan  simple  referral  forms  designating  the  duration 
of  the  referral  must  be  filled  out  by  plan  physicians.     Referral  physicians 
are  asked  to  contact  FAHP  if  they  feel  more  extensive  visits,  further 
referral,  or  operative  procedures  are  indicated*    Since  referral  physicians 
are  paid  out  of  the  FAHP  physician  pool,  the  physicians  in  the  sponsoring 
medical  group  bear  the  risk  for  referral  physician  costs.     Referral  hospital 
admissions  are  not  formally  controlled.    At  New  Nexico  Health  Care  Corporation, 
participating  physicians  are  required  to  obtain  prior  authorization  from  the 
HMO  for  referrals  to  providers  outside  the  plan. 
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In  summary,  from  our  discussions  with  the  HMOs  it  became  clear  that 
control  of  outside  referrals  is  viewed  as  an  important  means  by  which 
HMOs  modify  physician  utilization  behavior.    Referral  controls-  are 
appropriate  for  IPAs  to  remind  physicians  of  the  importance  of  cost- 
effective  practice  and  to  encourage  physicians  to  utilize  participating 
specialists  who  may  not  have  been  part  of  their  previous  referral  pattern. 
The  same  results  can  often  be  achieved  on  an  informal  basis  in  the  PGP 
setting,  where  increased  communication  and  a  close  proximity  of  some 
specialists  may  make  mandatory  referral  control  unnecessary. 

*    Hospital  utilization  review  is  designed  to  reduce  the  incidence  of  un- 
necessary or  inappropriate  hospitalization  and/or  lengths  of  stay.     It  can 
be  conducted  on  a  prospective,  concurrent,  or  retrospective  basis. 

Prospective  review,  or  pre-admission  certification,  is  designed  to  ensure 
that  a  patient's  condition  merits  hospitalization  prior  to  the  admission. 
Each  pending  hospitalization  is  reviewed  and  cleared  by  an  appropriate 
authority.    Hospital  admission  will  be  denied  if  the  patient's  symptoms  do 
not  appear  to  warrant  it.    Of  the  HMOs  interviewed,  only  Portage  County  Health 
Guard  and  New  Mexico  Health  Care  Corporation,  both  IPAs,  had  formal  pre- 
admission certification  programs.     Both  PCHG  and  NMHCC  felt  that  preadmission 
certification  was  one  of  their  most  important  cost -containment  mechanisms. 
The  mechanism  seems  to  work  particularly  xvell  in  modifying  IPA  physician 
behavior;  it  serves  to  remind  physicians  used  to  working  with  traditional 
indemnity  plans  that  many  procedures  and  treatments  previously  performed 
in  the  hospital  setting  are  inappropriate  and  will  not  be  reimbursed  under 
the  HMO. 

The  frequent  interaction  and  discussion  among  group  practice  physicians  may 
make  a  formal  preadmission  certification  program  unnecessary  in  such  a  setting. 
However,  as  a  group  increases  in  size  and  interaction  becomes  more  difficult, 
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a  more  formal  preadmission  review  program  may  be  necessary.     Two  of  the 
interviewed  PGPs  used  preadmission  certification  in  special  cases.  Genesee 
Valley  Group  Health  Association  required  preadmission  certification  only 
for  residents  in  training  and  referral  physicians,  and  Health  Maintenance 
Plan/Cincinnati  used  the  mechanism  when  the  HMO's  daily  hospital  census 
appears  high. 

Concurrent  review,  which  has  received  considerable  attention  with  the 
advent  of  PSROs,  involves  determining  the  necessity  and  appropriateness  of 
treatment  and  continued  inpatient  care  during  a  patient's  hospitalization. 
Insofar  as  it  can  lead  to  a  shortened  stay,  this  procedure  has  the  potential 
to  save  money.     This  review  may  be  done  on  an  informal  basis,  by  a  medical 
director,  or  it  may  be  done  more  formally  by  a  nurse  coordinator,  peer 
review  committee,  or  other  appropriate  resource.     Three  of  the  five  HMOs 
which  employ  concurrent  review  used  nurse  coordinators.     In  one  of  these, 
the  nurse  coordinator  was  a  hospital  employee. 

As  utilized  by  HMOs  it  is  important  that  concurrent  review  is  done 
consistently  and  that  the  physicians  who  exceed  established  norms  are 
dealt  with  in  some  fashion.     A  program  does  not  have  to  be  formal  to  be 
effective;  for  example,  with  a  small  medical  staff  such  as  exists  at 
Franklin  Area.  Health  Plan,  informal  concurrent  review  by  the  medical 
director  is  felt  to  be  one  of  the  most  effective  cost -containment  mechanisms. 

As  is  true  with  preadmission  certification,  formal  concurrent  review 
programs  are  likely  to  be  more  effective  in  an  IPA  setting,  where  practice 
patterns  vary  widely  among  physicians  and  the  physician/HMO  interaction 
may  be  less  frequent.     Concurrent  review  can  occur  informally  in  group 
practice  settings,  where  physicians  commonly  discuss  hospital  cases;  a 
formal  concurrent  review  program  may  add  little.     The  larger  and  less  inter- 
active the  group  becomes,  the  more  effective  a  formal  program  may  be.  Of 
the  five  HMOs  employing  concurrent  review,  Health  Maintanance  Plan/Cincinnati 
was  the  only  group  practice;  here  the  review  portion  was  viewed  as  a  program 
of  major  importance. 
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Retrospective  review  is  a  mechanism  for  examining,  after  the  fact, 
whether  care  provided  in  a  hospital  was  appropriate  and  the  extent  to  which 
the  hospitalization  should  be  reimbursed.     When  care  is  deemed  inappropriate 
punitive  actions  can  range  from  use  of  the  incident  as  an  educational  tool 
to  actual  denial  of  reimbursement.     This  mechanism  can  create  substantial 
economic  incentive  for  changing  future  patterns  of  care.     As  one  interviewed 
physician  states,  "Retroactive  denial  is  very  effective." 

Retrospective  review  is  often  used  for  both  cost  and  quality  control. 

As  one  physician  said,  "Different  physicians  look  at  utilization  review 

to  solve  different  problems.     Some  want  it  to  affect  quality—others ,  cost." 

At  Group  Health  of  Arizona,  for  example,  retrospective  review  is  primarily 

used  to  monitor  quality;  New  Mexico  Health  Care  Corporation  uses  it  to 

examine  the  appropriateness  of  both  cost  and  quality.     Retrospective  review 

is  often  easier  to  implement  and  conduct  than  either  preadmission  certification 

or  concurrent  review.     Cases  are  usually  selected  at  random  for  review,  and 

reviewers  are  not  under  the  same  time  constraints  as  they  are  in  preadmission 

certification  or  concurrent  review  programs.     Franklin  Area  Health  Plan 

has  a  randomized  retrospective  review  of  hospital  and  ambulatory 

care;  most  plan  physicians  get  one  to  two  letters  per  year  questioning  such 

things  as  delivered  services  or  billings.     These  letters  primarily  serve 

as  reminders  to  physicians  that  they  are  being  reviewed;  as  the  medical 

director  at  FAHP  said,  "Letting  physicians  know  they  are  being  watched  is 

enough  to  make  them  more  careful."    Of  the  HMOs  interviewed,  only  two  did  not 

have  some  form  of  retrospective  review. 

In  IPAs  the  use  of  retrospective  review  to  monitor  participating  physician 
hospitalization  may  be  much  easier  to  implement  and  just  as  effective  as 
concurrent  review.     Although  the  use  of  retrospective  review  as  an  educational 
tool  is  appropriate  for  both  IPAs  and  PGPs,  denial  of  reimbursement  is 
most  effective  where  physicians  are  being  paid  on  a  f ee-for-service  basis 
(as  with  IPA  physicians  and  outside  referral  physicians). 
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•  Discharge  Planning  -  Another  administrative  control  which  can  be  used 
to  modify  physician  behavior  is  discharge  planning.     Dischai-ge  planning  is 
usually  performed  by  a  nurse  coordinator  and  serves  to  make  the 
transition  from  hospital  to  ultimate  rehabilitation  as  smooth  and  efficient 
as  possible.     Whether  the  move  is  from  a  hospital  to  an  extended  care 
facility,  home  health  care,  or  routine  release,  it  is  a  discharge  planner's 
responsibility  to  see  that  the  patient  is  discharged  from  the  hospital  as 
soon  as  indicated  and  that  continuity  of  care  is  maintained.  Discharge 
planning  encourages  physicians  to  discharge  patients  promptly  by  assuring 
them  that  follow-up  care  will  be  smoothly  coordinated,  and  can  also  serve 
as  a  patient  education  tool  to  prepare  the  patient  for  the  post-hospital 
environment . 

Discharge  planning  is  equally  appropriate  for  IPAs  and  PGPs.     Of  the  HMOs 
interviewed,  seven  had  some  form  of  discharge  planning.     (Two  group 

practices  did  not.)     The  administrator  of  the  Rhode  Island  HMO  felt  that 
hospital  discharge  planning  constituted  one  of  the  major  mechanisms  for 
eliminating  unnecessary  utilization  and  reducing  costs. 

•  Second  surgical  opinion  programs  are  designed  to  better  monitor  and 
control  elective  surgical  rates.     The  cost-effectiveness  of  second  surgical 
opinion  programs  has  not  been  conclusively  demonstrated;  their  greatest 
value  may  be  in  encouraging  physicians  to  more  closely  examine  and  justify 
their  indication  for  surgery. 

Second  surgical  opinion  programs  are  likely  to  be  of  more  value  to  an 
IPA,  where  a  less  than  optimal  mix  of  participating  specialists  could  lead 
to  physician-induced  surgical  demand.     Of  the  HMOs  interviewed,  Portage 
County  Health  Guard  endorsed  the  second  surgical  opinion  concept  but  found 
it  was  seldom  used  in  a  small  community  where  physicians  are  reluctant  to 
disagree.     Although  a  second  surgical  opinion  program  is  not  formalized  at 
Group  Health  of  Arizona,  it  occurs  periodically  on  an  ad  hoc  basis.  Second 
surgical  opinions  are  utilized  in  selected  cases  for  certain  high  utilizing 
physicians  or  special  controversial  surgical  procedures  at  New  Mexico  Health 
Care  Corporation.     No  other  HMOs  interviewed  employ  it. 
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a    Structuring  physician  work  schedules  was  one  of  the  more  interesting 
administrative  controls  used  to  modify  physician  behavior.    Office  visits  at 
Rhode  Island  Group  Health  Association  were  scheduled  to  begin  at  9:30  a.m. 
each  morning,  and  physicians  were  expected  to  spend  the  remainder  of  the  day 
on  site.    As  a  result,  hospital  rounds  had  to  be  made  prior  to  9:30  a.m. 
Such  scheduling  encouraged  physicians  to  think  twice  about  admitting  a 
complaining  patient  with  marginal  indications  when  it  meant  rising  much 
earlier  in  the  morning  to  complete  rounds. 

INFORMATION  FEEDBACK  -  HMO  cost  and  utilization  data  is  used  in  some  way 
by  every  HMO  to  educate  their  physicians  to  practice  cost-effectively. 
The  HMOs  contacted  differ  markedly  in  their  ability  to  gather  cost  and 
utilization  data;  some  automated  systems  were  able  to  generate  substantial 
data  within  a  month,  others  in  two  to  three  months.     Still  others  had  no 
automated  data  collection/reporting  system.     One  HMO  relied  on  a  manual 
system  to  monitor  current  utilization  because  the  automated  system  was  not 
timely.     Furthermore,  plans  differ  in  presentation  of  data  to  physicians; 
feedback  may  consist  of  only  one  particular  physician's  performance,  or  it 
may  include  aggregate  HMO  performance  in  which  individual  physicians  may 
or  may  not  be  identified.     The  contention  of  the  HMOs  is  that  data  feedback 
influences  physicians'  behavior  by  making  them  aware  of  the  differences  in 
practice  patterns  their  colleagues  exhibit  and  the  resultant  costs  incurred 
by  the  plan. 

The  North  Central  Health  Protection  Plan  has  one  of  the  more  sophisticated 
management  information  systems,  including  a  monthly  summary  report  on  all 
physicians'  activities,  broken  down  by  individual  physician,  and  a  monthly 
status  report  on  the  physicians'  fund  to  influence  physician  practice 
behavior.     At  Health  Maintenance  P.I  an/ Cincinnati ,  information  feedback  in 
the  form  of  a  daily  hospital  summary  report  is  considered  by  HMO  management 
to  be  one  of  the  most  important  control  mechanisms  the  HMO  employs..  The 
data  available  through  Rhode  Island  Group  Health  Association's  information 
system  includes  enrollment  figures,  hospital  admissions  by  department, 
hospital  costs  incurred,  emergency  room  utilization,  non-plan  physician 
usage,  and  ambulatory  care  efficiency  (number  of  patients  seen  in  one  hour). 
The  medical  director  at  RIGHA  felt  that  data  feedback  to  physicians  to 
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foster  healthy  peer  pressure  and  change  behavior  was  one  of  the  most 
effective  control  mechanisms  employed  by  that  HMO.     "Data  feedback  is 
essential  to  develop  peer  pressure  to  change  physician  behavior."  At 
Genesee  Valley  Group  Health  Association,  the  physicians  interviewed  felt 
that  utilization  data  feedback  was  very  useful  in  instilling  cost-effective 
practice  among  plan  physicians. 

The  generation  and  feedback  of  cost  and  utilization  data  is  appropriate 
for  both  IPAs  and  PGPs,  although  perhaps  more  essential  for  IPAs.     The  most 
sophisticated  systems  were  found  in  the  IPAs.     IPA  physicians  usually  have 
little  or  no  idea  of  how  their  practice  patterns  differ  from  those  of  their 
colleagues.     In  this  situation  the  feedback  of  aggregate  data  with  break- 
down by  participating  physicians  is  probably  most  appropriate,  although 
potentially  dangerous;  each  physician  is  able  to  compare  himself  or  herself 
to  the  norm  and  to  each  colleague.     Obviously,  physician  reaction  to  such 
scrutiny  is  unpredictable.     Thus,  a  sophisticated  feedback  system  can  act 
in  the  IPA  as  a  surrogate  for  the  close  peer  interaction  which  can  occur  in 
group  practice  settings. 

In  PGPs  constant  group  interaction  may  diminish  the  value  of  individual 
feedback  since  practice  patterns  of  each  physician  will  be  well  known  to 
all  other  physicians.     Nonetheless,  individual  data  may  serve  to  validate 
impressions,  and  aggregate  data  is  useful  in  identifying  trends  and 
problem  areas. 

PEER  INTERACTION  -  A  cohesive  and  interactive  physician  staff  provides 
a  natural  mechanism  by  which  to  favorably  influence  utilization  behavior. 
When  physicians  have  ready  and  comfortable  access  to  one  another  they  are 
more  likely  to  engage  in  informal  consultation  and  discussion  of  particular 
cases,  and  reinforce  each  other's  difficult  decisions,  particularly  those 
which  must  weigh  cost  into  the  treatment  regimen. 

In  discussing  the  importance  of  peer  interaction  and  mutual  support  to 
promote  appropriate  utilization  patterns  one  medical  director  stated: 
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"It  is  important  to  instill  a  lot  of  dialogue  within  each  department 
between  the  chief  and  the  individual  physicians.     The  quality  of  the 
group  depends  upon  the  longevity  of  the  individuals  within  the  group  and 
and  continuing  group  dynamics.     Rigid  cost -containment  programs  can  lead 
to  reaction  against  cost  containment." 

It  is  difficult  to  generate  peer  interaction  among  IPA  physicians  practicing 
independently  of  one  another  with  minimal  opportunity  or  incentive  for  close 
contact.     Three  of  the  HMOs  surveyed,  all  group  practice  HMOs,  felt  that 
mutual  support  and  peer  interaction  represent  a  major  means  by  which  physi- 
cian utilization  behavior  is  modified.    At  Group  Health  of  Arizona  peer 
interaction  is  fostered  by  use  of  a  common  medical  record  and  physician 
selection.     At  Rhode  Island  Group  Health  Association  the  medical  director 
feels  that  inappropriate  utilization  patterns  can  be  modified  with  ex- 
perience and  effective  peer  interaction.    A  physician  there  said,  "Peer 
interaction  is  great  in  a  group  setting;  it  makes  it  much  easier  to>  practice. 
The  medical  director  at  Genesee  Valley  Group  Health  Association  felt  that 
once  a  medical  group  is  formed,  constant  discussion  and  interaction;  among 
physicians  is  necessary  to  maintain  cost  consciousness.    Three  of  the  four 
IPAs  studied  had  over  50%  of  their  participating  physicians  in  one  dominant 
group  practice  in  their  area.     In  each  case  the  group  practice  set  the 
standards  for  the  practice  of  medicine  in  the  area.     The  IPAs  did  not 
maintain  records  in  such  a  way  as  to  examine  the  separate  impact  of  their 
dominant  group  practice  on  overall  utilization  in  the  IPA. 

•    Medical  leadership  is  probably  the  most  important  means  through  which 
an  HMO  can  achieve  beneficial  peer  interaction  and  mutual  support.     A  well- 
respected  medical  director  who  reminds  and  encourages  physicians  to  practice 
cost  effectively  can  be  a  powerful  tool  in  modifying  physician  behavior. 
The  importance  of  medical  leadership  is  not  limited  to  the  medical  director, 
however;  as  one  physician  at  RIGHA  said,  "The  department  heads  should  have 
a  major  role  in  fostering  cost-effectiveness  within  the  department- 

Obviously,  medical  leadership  cannot  function  as  effectively  in  an  IPA 
to  reduce  hospitalization.     The  loose  structure  and  lack  of  communication 
and  close  interaction  in  IPAs  impedes  a  strong  leader  from  wielding  the 
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influence  he  or  she  may  possess.     In  the  group  practice  setting  not  only  is 
each  participating  physician  frequently  in  daily  contact  with  medical 
leadership,  but  the  organizational  structure  directs  the  practicing  physi- 
cian to  recognize  the  prerogatives  of  the  medical  leader.     This  is  not  to 
suggest  that  strong  medical  leadership  is  any  less  important  in  IPAs,  only 
that  it  is  more  likely  to  be  effective  as  a  modifier  of  physician  behavior 
in  the  PGP  setting.     Most  of  the  group  practice  HMOs  surveyed  recognized 
the  role  of  medical  leadership  in  fostering  appropriate  physician  behavior, 
but  only  one,  Group  Health  of  Arizona,  felt  that  the  role  of  medical  leader- 
ship represented  one  of  the  most  powerful  modifying  mechanisms. 

Alternative  Treatment  Options 

Health  maintenance  organizations  are  designed  to  allow  .  'ie  physician  greater 
latitude  in  selecting  treatment  options  by  covering  ambulatory  as  well  as 
inpatient  care.     HMOs  can  facilitate  the  utilization  of  less  costly  ambula- 
tory alternatives  by  making  available  and  promoting  such  services  as  ex- 
tended care  facilities,  home  health  care,  preadmission  testing,  and  ambulatory 
surgery.     The  medical  director  at  Rhode  Island  Group  Health  Association  felt 
that  identification  and  utilization  of  appropriate  substitutes  for  hospital 
care  constituted  a  major  mechanism  for  eliminating  unnecessary  inpatient 
utilization. 

Preadmission  testing  refers  to  the  provision  of  certain  services,  such 
as  x-rays  and  laboratory  tests,  on  an  ambulatory  basis  prior  to  a  scheduled 
hospital  admission.     In  many  cases  HMOs  can  perform  these  tests  in  their 
facilities  or  physicians  offices;  they  must  then  convince  the  hospital  to 
accept  the  validity  of  their  test  results.     Preadmission  testing  is  most 
appropriate  for  scheduled  surgical  procedures  where  admission  is  elective 
and  a  battery  of  pre-surgical  tests  is  required.     Preadmission  testing 
programs  in  an  IPA  setting  will  probably  require  the  services  of  outpatient 
hospital  laboratory  facilities.     Past  evaluations  of  preadmission  testing 
programs  have  demonstrated  that  the  programs  do  not  achieve  the  cost  savings 
that  might  be  expected.     Five  of  the  HMOs  interviewed  in  this  study  use  pre- 
admission testing  to  varying  degrees.     The  program  was  not  viewed  by  any  of 
them  as  being  a  critical  cost-control  mechanism. 
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Home  health  care  refers  to  a  comprehensive  range  of  health  care  services 
that  can  be  administered  to  a  patient  in  his  or  her  home.     Among  typically 
covered  services  are  skilled  nursing,  physical  therapy,  occupational 
therapy,  medications,  and  laboratory  services.     Home  health  care  services 
are  often  coordinated  with  discharge  planning,  since  they  are  most  often 
utilized  as  follow-up  to  hospitalization.    Home  health  care  services  were 
available  and  utilized  at  five  of  the  HMOs. 

Recognition  of  the  fact  that  many  surgeries  could  be  performed  on  a  same- 
day  outpatient  basis  led  to  the  establishment  of  ambulatory  surgery  programs 
by  seven  of  the  HMOs.     A  wide  variety  of  procedures  that  are  considered  too 
demanding  for  the  doctor's  office  but  not  serious  enough  to  warrant  a  two- 
to  three-day  hospitalization  are  now  performed  in  ambulatory  surgical 
centers.     Some  proponents  of  ambulatory  surgery  claim  that  between  20  and 
40  percent  of  all  surgical  procedures  could  be  performed  safely  on  an  out- 
patient basis.     HMOs  generally  have  to  rely  on  ambulatory  surgical  facilities 
available  in  their  community;  usually  these  are  under  the  auspices  of  the 
hospital.     Others  are  independent  and  separate  from  any  hospital — commonly 
referred  to  as  free-standing  ambulatory  surgical  centers  (surgicenters) . 

With  regard  to  cost  advantages,  it  is  obvious  that  savings  will  be  realized 
in  individual  cases  if  a  patient  foregoes  a  two-  to  three-day  hospitalization 
to  have  surgery  performed  on  an  outpatient  basis.    At  Group  Health  of  Arizona, 
where  30  percent  of  all  surgery  is  performed  on  an  ambulatory  basis,  such 
surgery  is  felt  to  be  a  major  mechanism  for  controlling  costs.  Ambulatory 
surgery  is  used  where  possible  at  HMP/Cincinnati,  and  the  medical  director 
feels  that  the  trend  toward  outpatient  surgery  will  continue  to  lower 
hospital  utilization  rates.    A  number  of  HMOs,  including  Rhode  Island, 
Queens/Nassau,  and  Farmington,  encourage  the  use  of  ambulatory  surgery  as 
an  alternative  to  inpatient  surgery,  but  found  the  potential  limited  by 
availability  of  ambulatory  surgical  facilities.     At  New  Mexico  Health  Care 
Corporation  19  percent  of  all  surgery  is  done  in  same-day  units.    One  of 
the  physicians  interviewed  there  cited  the  shift  to  ambulatory  surgery  as 
the  main  reason  for  the  low  hospital  utilization  rates  in  the  HMO. 
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A  MODEL  FOR  HOSPITAL  UTILIZATION 


Thus,  we  have  a  model  (Chart  4F)  for  the  utilization  of  hospital  inpatient 
services  which  incorporates  the  characteristics  of  three  major  utilization 
influences --the  HMO  population,  the  HMO  physicians,  and  the  hospitals 
utilized.     For  each  of  these  groups  control  of  costs  and  concomitant 
utilization  can  be  obtained  through  either  selection  or  modification  of 
the  factor.    Under  these  categories  a  wide  range  of  criteria  and  techniques 
can  be  used  to  achieve  the  desired  cost-effective  result. 

After  identifying  and  categorizing  all  of  the  various  factors  which  we  felt 
impacted  utilization,  we  explored  the  possibility  of  quantifying  the  various 
factors  to  test  the  predictability  of  the  model  and  the  relative  importance 
of  the  various  factors.     Although  some  factors,  such  as  the  demographic 
characteristics  of  the  population  and  the  extent  of  cost  sharing,  are  easy 
to  quantify,  other  factors,  such  as  the  strength  of  medical  leadership  and 
the  extent  of  peer  interaction,  are  extremely  difficult  to  assess  and  apply 
objective  numerical  values  to.     Furthermore,  it  was  some  of  these  same 
factors  which  we  felt  had  the  greatest  impact  on  utilization.     Despite  the 
difficulty  in  developing  a  testable  model,  the  exercise  does  permit  a  better 
understanding  of  the  factors  involved  in  the  utilization  of  health  care 
services.     Chapter  V  discusses  our  subjective  ordering  of  important  factors 
for  PGPs  and  IPAs. 
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Chapter  V 

Findings,  Implications,  and  Recommendations 


This  chapter  describes  the  major  findings  of  this  study,  discusses  the 
implications  these  findings  hold  for  government  policies  in  this  area,  and 
suggests  areas  where  further  research  would  be  most  valuable. 

Findings 

•    Competition  or  the  Threat  of  Competition  Motivates  Physicians  to  Accept 
Risk  and/or  Self-Impose  Rigorous  Mechanisms  to  Modify  Utilization  Behavior. 

New  HMOs  usually  develop  in  response  to  competition  or  the  threat  of  competition, 
either  in  the  form  of  other  HMOs  or  traditional  indemnity  plans „    The  control 
mechanisms  that  modify  physician  practice  behavior  are  frequently  accepted  by 
physicians  based  upon  their  recognition  of  a  competitive  threat.    Thus  while 
competition  does  little  to  directly  alter  physician  utilization  behavior,  it 
sets  the  stage  for  introduction  of  more  direct  modifiers.     Competition  heightens 
physician  awareness  and  reminds  them  of  the  need  to  be  cost-effective.  For 
physicians  in  both  the  Portage  County  Health  Guard  and  North  Central  Health 
Protection  Plan  it  was  the  threat  of  competition  from  the  Marshfield  Clinic,  a 
large  multi-specialty  group  practice  HMO  bordering  both  counties  that  prompted 
development  of  their  HMOs.    Marshfield  serves  as  a  major  referral  center  for 
central  Wisconsin,  as  well  as  delivering  primary  care  to  some  residents  of  both 
neighboring  counties.    The  administrator  of  the  Portage  County  Health  Guard 
acknowledged  that  it  was  an  awareness  of  Marshfield  that  prompted  the  Portage 
County  Medical  Society  to  establish  the  IPA,  and  probably  keeps  it  there  today. 
The  attempts  to  control  outside  referrals  after  two  years  of  losses  in  1975 
and  1976  were  directed  at  referrals  to  Marshfield.     In  1978  Marshfield  con- 
tracted with  PCHG  to  serve  HMO  subscribers  under  the  7.5%  risk  arrangement 
that  the  Portage  County  physicians  work  under.    Whether  this  arrangement 
diminishes  the  competitive  situation  remains  to  be  seen. 

It  was  after  Marshfield  approached  Employers  of  Wausau  regarding  a  joint  HMO 
venture  that  the  Wausau  physicians  became  interested  in  participating  in  an 
IPA.    With  this  initial  impetus  the  North  Central  Health  Protection  Plan  was 
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established.     Subsequent  to  our  site  visit  Employers  of  Wausau  announced  a 
capitation  agreement  with  Marshfield  where  the  HMO  becomes  a  provider  in  NCHPP. 


Competition  also  spurred  the  development  of,  and  at  a  critical  point  assured 
the  survival  of,  another  IPA.    The  New  Mexico  Health  Care  Corporation  originated 
out  of  a  threat  from  another  HMO,  the  Lovelace-Bataan  Health  Plan,  to  take  some 
patients  away  from  the  two  hospitals  which  sponsor  NMHCC.     Lovelace-Bataan  had 
assurances  from  the  area's  largest  employer  that,  as  an  HMO,  it  would  be 
offered  by  the  employer.    Such  an  offering  threatened  to  capture  up  to  10%  of 
the  patient  load  of  the  two  hospitals.    To  counter  this  the  hospitals  and  their 
staffs  developed  NMHCC.    The  first  year  of  operation  was  a  financial  nightmare. 
Utilization  was  far  greater  than  anyone  anticipated.     By  the  last  quarter  of  the 
year  the  two  hospitals  and  all  participating  physicians  were  being  reimbursed 
14<f:  for  every  dollar  of  billed  charges.    The  average  reimbursement  for  the  year 
was  63%  of  billed  charges.     Despite  this  both  hospitals  and  most  doctors  stayed 
with  the  HMO. 

The  renewed  commitment  by  the  hospitals  and  physicians  after  the  first  year's 
disaster  can  be  directly  attributed  to  the  competitive  threat  posed  by 
Lovelace-Bataan  Health  Plaiy    However  this  competitive  threat  waned  during 
1975,  as  internal  problems  beset  the  Lovelace  HMO.    At  the  end  of  1975 
LBHP  withdrew  from  the  HMO  business  for  all  but  one  contract,  effectively  termin- 
ating as  a  threat  to  NMHCC.    The  motivation  to  continue  NMHCC  changed,  as  did  its 
utilization  experience.    From  a  low  of  417  days/1000  in  1974,  inpatient  utiliza- 
tion climbed  to  550  in  1975  and  remained  there  in  1976.     It  dropped  to  508  in  1977. 
The  motivation  to  continue  is  now  the  peer  review  process  itself,  according  to 
the  HMO  administrator.     The  HMO  best  serves  the  peer  review  function  in  the  city, 
since  it  is  the  organization  best  structured  to  address  cost  and  quality,  accord- 
ing to  the  administrator.    NMHCC 1 s  chief  strengths  are  that  it  bridges  the 
hospital  and  office  practice  and  is  accountable  to  the  marketplace. 

A  group  practice  HMO,  the  Genesee  Valley  Group  Health  Association,  faces  a 
different  kind  of  competitive  challenge.     Despite  four  years  of  steadily 
decreasing  inpatient  utilization,  strong  financial  support  from  Blue  Cross 
and  the  federal  government,  full  support  from  the  business  community,  and 
over  33,000  enrollees  by  the  end  of  1977,  GVGHA  has  yet  to  breakeven  in 
Rochester,  New  York.    The  competitive  challenge  this  time  is  from  a  very 
efficient  fee-for-service  medical  community. 
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The  Rochester  area  has  one  of  the  lowest  inpatient  utilization  rates  of  any 
major  metropolitan  area  in  the  country,  around  560  days/1000  for  the  Blue 
Cross  population  (which  is  85%  of  the  market)  in  1977,     This  rate  has  been 
steadily  declining  each  year.     One  of  the  reasons  is  the  number  of  hospital 
beds  in  the  community  (3o5  per/1000  in  contrast  to  a  national  average  of 
4.5).     To  have  the  slightest  chance  of  being  competitive  with  Blue  Cross/ 
Blue  Shield  (which  has  an  added  advantage  in  that  it  community  rates 
practically  its  total  enrolled  population)  the  HMO  must  base  its  premiums  on 
inpatient  utilization  rates  at  least  200  days/1000  below  the  employed  community's 
average.    As  the  Blue  Cross  utilization  rate  drops  each  year,  the  HMO  finds 
itself  in  a  position  of  having  to  subsidize  its  premiums  with  other  income  in 
order  to  remain  competitive.    To  its  credit  GVGHA  has  lowered  the  amount  of 
this  subsidy  almost  every  year.     But  it  has  yet  to  break  even. 

This  competitive  challenge  has  been  transmitted  to  the  physicians  who,  while 
not  at  risk  for  hospitalization,  are  acutely  aware  of  the  consequences  of 
their  decisions  on  the  HMO.     The  head  of  pediatrics  felt  that  the  physicians' 
awareness  of  risk  affected  their  decisions,  that  they  would  be  unhappy  if  they 
exceeded  their  target  utilization.    At  the  same  time  there  are  factors  in- 
fluencing their  ability  to  control  utilization,  such  as  the  malpractice  threat 
and  their  concern  for  quality.    Another  physician  felt  that  the  physicians' 
general  awareness  of  the  HMO's  financial  relationships  to  hospital  utilization 
varied  considerable,  and  that  financial  considerations  were  always  second  after 
medical  considerations »    At  the  same  time  he  cited  the  dissemination  of  cost 
information  to  physicians  as  the  most  effective  method  of  utilization  control. 

•    The  Level  of  rinancial  Risk  Investigated  in  this  Study  Did  Not  Directly 
Cause  Physicians  to  Lower  Hospital  Inpatient  Utilization. 

As  Chapter  II  described  seven  of  the  nine  HMOs  studied  placed  their  partici- 
pating physicians,  either  individually  or  collectively,  at  risk  for  some 
portion  of  the  HMO's  services  (two  group  practices  had  no  physician  risk). 
Three  of  the  seven  (two  IPA's  and  a  group  practice)  placed  some  portion  of 
physician  income  at  risk  for  hospitalization.    However,  only  two  of  the  HMOs 
studied  (both  IPAs)  placed  the  individual  physician  at  risk  for  hospitalization 
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(the  group  practice  placed  the  medical  group  at  risk).     In  effect,  individual 
physician  risk  for  hospitalization  was  not  common  in  the  nine  HMOs  studied. 
Whether  this  ratio  holds  for  all  HMOs  is  not  known. 

Despite  the  lack  of  individual  physician  risk  for  hospital  utilization,  all 
of  the  HMOs  displayed  average  or  better  than  average  inpatient  utilization 
rates  (measured  in  inpatient  days  per  thousand  members)  for  their  type  of 
HMO  and  their  geographic  location.    The  group  practice  utilization  rates 
ranged  from  595  to  329  days  per  thousand  in  1977  and  the  IPA  from  595  to 
504.      The  two  group  practices  with  the  lowest  hospital  utilization  rates 
were  two  of  the  three  that  did  not  have  their  physicians  at  risk  for  any 
portion  of  the  program.     (The  third  HMO  in  this  category  had  the  highest 
utilization  rate) .    The  IPA  with  the  lowest  utilization  rate  did  not  have  its 
physicians  at  risk  for  hospitalization.    Moreover  it  was  the  opinion  of  the 
overwhelming  majority  of  HMO  administrators,  medical  directors,  and  physicians 
interviewed  in  this  study  that  placing  physicians  at  risk  would  not  be 
sufficient  in  and  of  itself  to  motivate  them  to  practice  cost-effective 
medicine.    At  the  same  time  none  of  the  physicians  interviewed  had  more  than 
10%  of  their  total  income  directly  at  risk,  and  most  had  far  less  than  that. 
It  is  not  known  what  affect  30%  to  40%  risk  may  have  on  a  physician.  Ten 
percent  appears  to  be  insufficient,  as  a  number  of  physicians  mentioned  that 
their  f ee-for-service  uncollectibles  were  around  that  level.    A  guaranteed 
payment  of  90%  from  an  HMO,  with  a  potential  for  additional  reimbursement 
given  favorable  utilization,  would  be  viewed  as  a  bonus  by  these  physicians. 

*    Financial  Risk  Can  Serve  to  Heighten  Physician  Awareness  and  Motivate 
Them  to  Adopt  More  Stringent  Control  Mechanisms  Which  Directly  Modify  Practice 
Behavior. 

Risk,  as  evidenced  in  Chapter  III,  will  not  directly  cause  a  physician  to  change 
practice  patterns,  at  least  not  the  level  of  risk  (10%  or  less)  observed  in 


* 

The  authors  attempted,  unsuccessfully,  to  standardize  the  definition  of  days 
per  thousand  for  the  nine  HMOs.    The  above  figures  are  those  reported 
nationally  by  the  HMOs. 
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this  study.     However,  as  the  Portage  County  Health  Guard  and  New  Mexico  Health 
Care  Corporation  risk  experiences  demonstrate,  physicians  will  react  to  a  bad 
risk  experience  by  agreeing  to  stronger  control  mechanisms  (peer  review;  prior 
authorization  for  some  services)  to  improve  behavior.    Thus  risk  can  be  a 
"remote  modifier"  of  physicians  behavior.    The  "direct  modifier,"  by  over- 
whelming concensus  of  those  interviewed,  are  the  control  mechanisms  addressed 
in  the  next  section.     However,  before  proceeding  to  that  discussion,  it 
should  be  acknowledged  that,  while  stimuli  such  as  risk  can  cause  physicians 
to  agree  to  controls  over  their  practice,  in  every  case  there  are  other  factors, 
chiefly  competition,  that  cause  them  to  accept  risk  to  begin  with. 

©    Peer  Interaction  and  a  Cost-Effective  Orientation  Are  the  Most  Effective 
Modifiers  of  Physician  Practice  Behavior. 

•    Medical  Leadership  Is  Critical  to  the  Development  of  Peer  Interaction  and 
Cost-effective  Orientation  Among  Physicians. 

Chapter  IV  constructed  a  model  of  the  various  factors  which  can  directly  modify 
physician  practice  patterns.     It  is  our  opinion  that  the  model  cannot  be  easily 
quantified  to  empirically  measure  the  relative  effectiveness  of  the  various 
factors.    However,  based  on  our  observations  of  the  apparent  effectiveness  of 
various  factors,  as  well  as  the  opinions  of  those  who  employ  them,  we  have 
arrived  at  judgments,  albeit  subjective,  of  the  relative  effectiveness  of  the 
utilization  control  mechanisms  described  in  Chapter  IV.    Not  surprisingly  we 
found  that  the  nature  of  the  mechanisms,  as  well  as  its  overall  effectiveness, 
varied  by  practice  setting.     Consequently  this  section  will  consider  group 
practice  and  IPA  settings  separately. 

Physician  behavior  modifiers  in  group  practice  -    Here  a  combination  of  two 
elements,  peer  interaction  and  a  cost-effective  orientation  (or  goal) ,  appear 
to  be  the  key  ingredients  for  cost-effective  practice.     By  peer  interaction 
in  a  group  practice  we  mean  the  joint  decision-making,  informal  consultation f 
formal  meetings  and  review  activities,  and  overall  reinforcement  and  scrutiny 
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that  constitute  the  environment  within  which  the  physician  works  in 
the  group  practice.     One  of  the  interviewed  physicians  likened  practicing 
in  a  group  practice  setting  to  "working  in  a  fishbowl."    It  became  obvious 
in  every  interview  with  a  group  practice  physician  that  each  maintained  an 
awareness  that  his  or  her  practice  style  was  subject  to  scrutiny  by  the 
entire  group,  and  that  it  must  conform  to  the  standards  of  the  group. 

For  purposes  of  this  study  the  last  sentence  contains  an  obvious  caveat. 
Peer  interaction  per  se  does  not  insure  the  existence  of  acceptable  standards 
(i.e.,  cost-effective  practice)  within  the  group.     Peer  interaction  re- 
inforces those  standards  and,  where  the  standards  are  so  oriented,  can  foster 
cost-effective  practice.     As  Friedson  (9,  pg.  220)  indicates,  standards, 
whether  desirable  or  undesirable,  automatically  arise  out  of  the  group  relationship 

"When  men  work  together  in  the  same  place,  on  the  same  terms,  and 
with  common  work  problems,  they  will  develop  a  set  of  standards 
and  procedures  by  which  to  judge  and  manage  those  problems,  and 
they  will  discourage  deviation  from  those  standards..." 

Medical  Leadership  in  a  group  practice  is  critical  to  the  development  of 
cost-effective  standards  and  the  peer  interaction  necessary  to  enforce 
those  standards.    The  medical  director  and/or  department  head  was  often 
cited  by  individual  physicians  as  the  key  to  a  cost  effective-orientation  within 
the  group.     "He  (the  medical  director)  is  clever  at  getting  financial  infor- 
mation into  the  medical  group.    He  had  the  medical  staff  prioritize  equipment 
purchases  for  the  medical  center." 

The  medical  leader  can  foster  peer  interaction  and  cost-effective  orientation 
by  employing  physicians  who  are  compatible  with  that  type  of  practice.  If 
modification  o±  already  employed  physicians  is  necessary  the  medical  leader 
can  rely  on  the  practice  style  of  the  group  to  bring  it  about,  or  can  supple- 
ment that  with  feedback  on  cost  and  utilization,  a  positive  incentive  (bonus 
for  good  performance),  or  direct  controls  over  some  physician  decisions  (such 
as  outside  referral  authorization).     All  of  the  group  practice  HMOs  employed 
one  or  more  of  the  above  mechanisms. 

When  the  above  approach  is  implemented  in  a  group  practice  setting  risk  on  PGP 
physicians  becomes  unnecessary  and  perhaps  counterproductive.     It  is  the  shared 
opinion  of  the  group  practice  medical  directors  that  modifying  behavior  through 
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positive  reinforcement  (peer  interaction  or  incentives  to  meet  group  standards) 
is  far  superior  to  negative  reinforcement  (risk  and/or  formal  utilization 
review) . 

A  final  note  on  group  practice  relates  to  the  size  of  the  group.    A  number  of 
medical  directors  interviewed,  as  well  as  the  literature,  warn  that  peer 
interaction  and  the  maintenance  of  a  cost-effective  orientation  become  in- 
creasingly difficult  as  the  group  gets  larger.    Not  only  is  internal 
communication  more  complex,  but  the  individual  physician's  impact  on  the  goals 
of  the  group  is  minimized.    Some  medical  directors  suggest  an  optimum  group 
size  to  be  around  20  physicians. 

Physician  behavior  modifiers  in  IPAs  -  At  the  risk  of  oversimplification  the 
same  two  elements  that  can  make  a  group  practice  cost-effective,  peer  inter- 
action and  a  cost-effective  orientation,  appear  to  be  the  main  ingredients 
in  a  successful  IPA.    However,  there  is  a  significant  difference  in  the  nature 
of  these  elements  and  how  they  are  instilled  in  the  two  practice  settings. 

Whereas  in  a  group  practice  setting  peer  interaction  can  be  fostered  through 
informal  contacts  between  physicians  working  in  the  same  area,  peer  inter- 
action in  an  IPA  takes  place  through  a  more  formal  process  supported  by  peer 
review  and  scrutiny  mechanisms  such  as  pre-admission  certification,  con- 
current review,  and  retrospective  review.    As  a  form  of  peer  interaction 
these  formal  mechanisms  are  more  difficult  to  impose,  controversial  to  enforce, 
rigid  in  structure,  negative  in  context,  and  allow  fewer  interactions  per 
physician  relative  to  the  size  of  the  group.    To  the  extent  that  they  impart 
to  the  individual  physician  an  awareness  that  his  or  her  practice  is  under 
scrutiny,  they  will  attain  a  measure  of  success. 

Likewise,  in  a  group  practice  the  medical  leader  can  rely  on  his  or  her 
recognized  position  of  authority  in  the  group's  social  structure  to  support 
the  orientation  he  or  she  places  on  cost-effective  practice.     In  an  IPA,  with 
no  formal  social  structure  to  support  a  position  of  authority,  the  medical 
leader  often  must  rely  on  prestige  or  an  outside  circumstance, . such  as  a 
risk  or  competition  experience,  to  help  enforce  the  desired  orientation. 
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In  the  IPA's  studied  size  of  the  IPA  was  related  to  the  kind  of  peer  review 
activity  that  took  place  and  how  the  participating  physicians  reacted  to  it. 
In  Wausau  and  Portage  County,  Wisconsin,  where  the  IPAs  had  100  or  fewer 
participating  physicians  practicing  in  a  specific  geographic  area,  the 
base  of  physicians  was  still  small  enough  and  the  social  structure  repre- 
sented by  the  county  medical  society  strong  enough,  that  a  degree  of  informal 
peer  review  could  still  occur.    The  utilization  data  provided  by  the  sponsoring 
insurers  indicated  some  poor  practice  patterns  and  provided  community  medical 
leaders  with  sufficient  ammunition  to  force  practice  changes  through  social 
pressure.    The  few  times  that  the  HMOs  resorted  to  denied  payments  were 
always  for  low-cost  items  (injections,  office  visits,  etc.). 

The  New  Mexico  Health  Care  Corporation,  with  375  participating  physicians, 
could  not  rely  on  social  structure  to  maintain  cost-effective  orientation. 
The  HMO  retained  a  comprehensive  assemblage  of  control  mechanisms  and  did  not 
hesitate  to  enforce  them,  regardless  of  the  severity,  whenever  it  appeared 
warranted. 

A  final  word  on  the  perennial  controversy  over  whether  group  practice  HMOs 
are  more  effective  at  reducing  hospitalization  (and  overall  costs)  than  IPAs. 
The  IPAs  studied  in  this  project  were  among  the  best  in  the  country  at  what 
they  do.     (In  1974  New  Mexico  Health  Care  Corporation  experienced  an  inpatient 
utilization  rate  of  417  days/1000;  in  1976  the  Wausau  IPA  lowered  inpatient 
utilization  to  474  days/1000.)    They  are  excellently  managed,  have  superb 
administrative  and  management  information  systems,  and  enjoy  the  recognition 
and  support  of  some  of  the  outstanding  medical  leaders  in  the  community.  Yet 
they  lack  a  singular  circumstance  which  will  likely  prevent  them  from  ever 
being  as  effective  at  utilization  control  as  a  group  practice  HMO  can  be. 
That  is,  they  cannot  select  the  physicians  who  participate  in  the  program, 
whereas  the  group  practice  can. 

The  medical  directors  of  the  group  practice  HMOs  were  quick  to  cite  selection 
as  a  major  factor  in  cost  effectiveness.    They  select  physicians  who  concur 
with  the  groups  standards  and  style  of  practice  and  who  can  function  under 
peer  scrutiny.    The  IPA  has  no  such  luxury.     Because  they  are  usually  centered 
on  a  local  medical  society,  they  are  obliged  to  accept  any  physician  who  wants 
to  participate.    Not  only  does  this  force  them  to  accept  cost-ineffective  as 


-76- 


well  as  cost-effective  physicians,  but  they  must  function  with  the  existing 
specialty  mix  in  the  community,  despite  the  skewness  it  may  possess.    The  IPA 
is  hard-pressed  to  control  physician-induced  demand  resulting  from  a  skewed 
specialty  mix,  whereas  the  group  practice  hires  a  specialty  mix  to  meet  the 
needs  of  its  enrolled  population. 

Until  IPAs  begin  selecting  physicians  for  participation,  we  reason  that  they 
will  never  be  able  to  achieve  the  low  inpatient  utilization  rates  that  group 
practice  HMOs  are  capable  of  achieving. 

Other  Relevant  Findings  -  This  section  addresses  other  findings  not 
intentionally  sought,  but  related  to  the  subject  and  possessing  policy 
implications  relevant  to  the  overall  area  of  study. 

The  first  of  these  is  the  impact  of  a  scarcity  of  beds  on  physicians'  practice 
patterns.    Scarce  hospital  beds  intensified  HMO/fee-for-service  competition  in 
the  previously  discussed  Rochester  experience  and  directly  affected  the  way 
physicians  practice  medicine  in  two  other  group  practice  HMOs. 

The  two  PGP ' s ,  Community  Health  Program  of  Queens/Nassau  and  Health 
Maintenance  Plan/Cincinnati,  are  affiliated  with  major  tertiary  care  centers 
in  their  areas  which  have  occupancy  rates  around  95%.     CHPQN  virtually  ignores 
any  controls  on  inpatient  admissions  or  length  of  stay  review  because  of  the 
hospital's  occupancy  rate.    There  are  queues  for  elective  admissions, 
and  the  hospital  encourages  physicians  to  treat  cases  on  an  ambulatory  basis 
if  possible. 

HMP  has  the  same  situation,  although  variable  occupancy  levels  force  them  to 
monitor  admissions  and  length-of-stay .    Apparently  the  hospital  does  not 
pursue  discouragement  of  electives  quite  as  thoroughly  as  the  CHPQN  hospital. 

Another  significant  observation  for  policy  makers  is  the  influence  of  community 
practice  standards  on  utilization  of  medical  services.    The  Friedson  reference 
to  the  development  of  group  standards  quoted  earlier  in  the  chapter (see  page  74) 
is  equally  applicable  to  less  structured  groups  united  by  a  common  pursuit,  such 
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as  local  medical  societies.     It  is  not  surprising  that  a  medical  society  can 
dictate,  however  informally,  the  style  of  medical  practice  in  a  community 
(i.e.,  certain  surgical  procedures  must  be  performed  on  an  inpatient  basis). 
Likewise  it  is  not  surprising  that  an  HMO  or  an  individual  physician  in  a 
given  community  is  restricted  in  their  attempts  at  innovative  practice  style 
by  what  is  acceptable  medical  practice  in  a  community.     What  is  surprising  is 
the  geographical  variation  in  practice  behavior  influenced  in  whole  or  in  part 
by  the  standards  in  the  community.    Wennberg    (49),  in  his  studies  of  small  area 
variations  in  surgical  procedures  in  New  England,  found  significant  variations 
within  the  same  state  to  be  the  rule  rather  than  the  exception.     Our  findings, 
particualrly  as  they  relate  to  utilization  of  outpatient  surgery,  reveal  the 
same  thing.     For  example,  in  Rhode  Island  some  hernias  and  ganglions,  as  well 
as  a  number  of  obstetrical  and  gynecological  prodecures,  are  done  on  an  out- 
patient basis.     The  Tucson  area,  where  the  HMO  has  30%  of  its  surgical  proce- 
dures on  an  outpatient  basis  (most  of  the  other  HMOs  were  15-20%),  still  does 
all  hernias  on  an  inpatient  basis.     Cincinnati,  where  all  cataracts  are  in- 
patient and  T  §  As  are  still  two  day  stays,  does  some  hernias  on  a  same-day 
basis.     The  HMO  administrator  in  Albuquerque  estimated  that  eventually  30% 
of  their  surgeries  would  be  on  the  same-day  basis.     They  are  now  at  19%. 

These  variations  in  use  of  outpatient  surgery  are  due  primarily  to  standards 
of  practice  the  medical  community  has  established.    A  New  Mexico  physician 
indicated  that  area  doctors  are  making  increasing  use  of  same  day  surgery, 
but  firmly  stated  that  the  medical  society  would  draw  the  line  at  T  §  As 
on  an  ambulatory  basis. 

The  third  observation  relevant  to  this  report  is  the  apparent  overall  decline 
in  inpatient  hospitalization  taking  place  across  the  country.    Every  HMO 
administrator  interviewed  noted  a  trend  toward  a  decline  in  inpatient 
utilization,  at  least  for  the  employed  population  in  the  community.  Most 
ascribed  this  to  the  affect  of  PSRO  and  the  general  publicity  on  cost 
containment.     As  noted  previously,  this  decline  contributed  significantly 
to  the  inability  of  the  Rochester  HMO  to  reach  a  breakeven  point.     If  in 
fact  this  trend  exists,  and  peer  review  is  part  of  the  cause,  it  lends 
credence  to  the  findings  of  this  report,  that  physicians  will  react 
to  scrutiny  of  their  practice. 
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Policy  Implications 


There  are  a  number  of  government  policy  areas  touched  by  the  findings  and 
implications  of  this  study.    This  section  will  briefly  address  each  of 
those  in  turn. 

1.  Risk  requirements  in  HMOs  -  Perhaps  the  most  critical  policy  implication 
of  this  study  relates  to  the  DHEW  proposed  rules  published  in  the 
September  11  Federal  Register.    These  rules  would  require  that  an  HMO, 
either  group  practice  or  IPA,  qualified  under  Public  Law  93-222,  as 
amended,  would  be  required  to  put  its  physicians  at  full  risk  for  medical 
services  and  at  least  partial  risk  (15%  is  suggested)  for  hospital  services. 
Based  on  the  findings  of  this  study  this  requirement  may  be  an  unnecessary 
imposition  on  an  HMO.     If  the  requirement  were  law,  eight  of  the  HMOs 
studied  in  this  project,  including  a  currently  qualified  one,  would  not 

be  eligible  for  federal  qualification.  Yet  all  the  HMOs  evidence  an  ability 
and  commitment  to  influence  costs  and  utilization. 

Perhaps  a  more  productive  requirement  would  be  for  administrative  systems 
that  promote  peer  interaction,  or  formal  peer  review  systems  with  meaningful 
sanctions  against  transgressors.    The  requirement  that  HMOs  put  their 
physicians  at  risk,  and  further,  define  essentially  how  that  risk  should  be 
imposed,  fails  to  recognize  the  complexities  of  physician  motivation  as 
well  as  the  flexible  reimbursement  arrangements  and  alternatives  organiza- 
tional structures  necessary  to  ensure  physician  participation  in  many  HMOs. 

2.  Implications  for  reimbursement  to  f ee-for-service  practitioners.  -  The 
implications  of  this  study  for  fee-for-service  practitioners  are  that 
negative  reimbursement  methods  (such  as  risk)  are  not  likely  to  directly 
affect  physician  practice  patterns.    Positive  reimbursement  methods 
(incentives  or  bonuses  for  low  utilization  experience)  may  have  some 
effect.    There  was  evidence  that  fee-for-service  physicians  in  small 
areas  react  to  bonuses  (Wausau  and  Portage  County  experiences) .  Positive 
incentives  may  also  lead  to  cost  effective  practice  in  group  settings 
(Group  Health  of  Arizona  and  Cincinnati  experiences) .    However,  the 
evidence  is  not  completely  clear,  since  the  incentives  in  the  above  HMOs 
existed  alongside  other  practice  modifiers  (e.g. ,  peer  interaction, 
formal  controls) .    These  modifiers  alone  may  be  responsible  for  more 
cost-effective  practice  behavior. 
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With  regard  to  policy  implications  for  the  fee-for-service  sector  there  is 
no  reason  to  believe  that  the  HMO  physicians  interviewed  in  this  study 
differ  in  any  way,  except  reimbursement,  from  their  fee-for-service  colleagues. 
In  particular  the  difference  between  the  fee-for-service  practitioner  parti- 
cipating in  an  JPA  and  one  who  is  not  appears  to  be  the  recognition  of  a 
stimulus,  specifically  the  threat  of  competition,  in  one  location  and  not  the 
other.    This  study  indicates  that  other  possible  differences,  such  as  a  cost- 
effective  practice  orientation  or  an  awareness  of  peer  scrutiny,  are  not 
necessarily  endemic  to  the  HMO  physician.     In  most  of  the  IPAs  studied  peer 
review  "was  a  fact  of  life  long  before  competition  spurred  development  of  an  HMO. 

However,  IPAs,  particularly  large-scale  ones,  are  not  attractive  answers  for 
policy  makers.    They  rely  heavily  on  a  negative  stimulus  (formal  peer  review 
with  severe  penalties)  to  substitute  for  close  peer  interaction;  they  are 
politically  encumbered  from  selecting  an  appropriate  mix  of  cost-effective 
practitioners;  and  their  standards  for  judging  appropriateness  can  be  contro- 
versial, leaving  a  wide  latitude  for  "cost-effective"  practice.    They  appear  to 
function  best  when  threatened  by  competition,  which  leads  us  to  examine 
group  practice  more  closely. 

The  federal  government  in  the  late  60s  adopted  a  pro-group  practice  policy, 
based  primarily  on  the  evidence  that  group  practice  HMOs  reduce  inpatient 
utilization  and  group  practice  logically  appears  to  foster  greater  resource 
efficiency  ^Roemer  and  Dubois  (38)}  .    As  research  on  the  subject  progressed, 
findings  disputed  the  latter  contention  (see  Chapter  I,  Literature  Review). 
However,  research  tended  to  concentrate  on  individual  physician  productivity, 
as  measured  economically  by  hours  worked,  number  of  patients  seen,  number 
of  minutes  with  each  patient,  and  number  of  tasks  delegated  to  assistants. 
Scant  attention  was  paid  to  overall  cost  impact  to  the  system,  or  even 
patient  outcomes.     It  appears  that  today  government  policy  toward  group 
practice  is  ambivalent  at  best. 
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This  study  indicates  that  a  productive  policy  toward  group  medical  practice 
would  be  to  promote  those  aspects  of  it,  specifically  peer  interaction  and 
cost-effective  orientation,  that  will  produce  the  desired  affect  on  the 
medical  care  system.     By  supporting  groups  which  possess  these  characteristics, 
and  promoting  the  adoption  of  these  characteristics  by  other  groups,  a 
two-fold  purpose  is  accomplished. 

1)  The  groups  themselves  impact  the  cost  of  medical  care  in  a  community. 

2)  The  groups  present  a  competitive  threat  to  remaining  community 
physicians,  who  will  sooner  or  later  adopt  the  same  characteristics 
in  order  to  compete. 

Role  of  the  Hospital  -  It  would  be  a  tragic  mistake  to  formulate  and  implement 
policies  concerning  physician  motivation  without  recognizing  the  contribution 
the  hospital  can  make  to  physician  practice  patterns.     In  this  study  the  role 
of  the  hospital  in  affecting  physician  decisions  was  apparent  time  after  time. 
Indeed,  three  of  the  nine  HMOs  were  sponsored,  at  least  in  part,  by  large, 
prestigious  hospitals.    A  fourth  relied  almost  entirely  on  the  hospital  to 
control  the  community's  utilization.     Inpatient  utilization  controls  became 
all  but  unnecessary  in  two  HMOs  because  of  the  high  occupancy  rates  in  the 
affiliated  hospitals.    At  the  same  time  a  number  of  HMO  medical  directors  and 
administrators  voiced  frustration  with  understanding  hospital  cost  components, 
inefficiencies  in  operations,  and  loss  of  HMO  control  over  patients  upon 
admission.    The  influence  of  the  hospital  over  the  physician's  decisions 
must  be  recognized  and  promoted  where  good,  eliminated  where  bad. 

Ambulatory  Practice  Patterns  -  The  practice  of  medical  care  in  an  HMO 
represented  a  significantly  different  practice  style  to  many  of  the  physicians 
interviewed.    One  physician  who  joined  an  HMO  found  working  in  a  cost-conscious 
atmosphere  was  "distasteful"  until  he  realized  that  "...the  HMO  is  the  cutting 
edge  for  what  everyone  will  have  to  be  doing  sooner  or  later."    Another  voiced 
his  uncertainty  about  the  practice  methods  the  group  advocated  by  noting  that 
"the  book  on  ambulatory  care  hasn't  been  written  yet." 
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At  issue  here  is  that  physicians  are  not  prepared  to  practice  wiith  an 
awareness  of  cost,  or  for  that  matter  with  an  ambulatory  orientation.  There 
is  no  "textbook  on  ambulatory  care,"  nor  much  research  on  comparative  treat- 
ment modalities  or  outcomes;  there  are  few  ambulatory  residency  programs, 
and  little  exposure  to  ambulatory  practice  for  training  physicians.  There 
appears  to  be  at  best  slow  dissemination  of  information  and  treatment 
approaches,  such  as  outpatient  surgery,  from  one  area  to  another.  Policies 
related  to  these  issues  remain  to  be  developed  and  implemented  on  a  national 
scale. 

Suggested  Areas  for  Further  Research 

The  role  of  competition  in  motivating  physicians  to  participate  in  HMOs, 
accept  risk,  consent  to  peer  scrutiny,  and  adopt  other  control  measures  needs 
further  understanding.    Studies  of  specific  health  care  markets  and  the  effect 
of  competition,  such  as  those  by  Christiansen  (5)  and  Greenberg  and  Goldberg  (16) 
need  to  be  undertaken  in  other  areas  of  the  country.    Specifically  we  need  to 
better  understand  the  dynamics  behind  the  development  of  competitive  health 
care  markets,  and  a  clearer  understanding  of  when  physicians  recognize 
competition  and  how  they  are  likely  to  react  to  it. 

Given  the  importance  of  peer-interaction  and  a  cost-effective  oxientation  on 
physician  practice  decisions,  further  research  in  this  area  seesis  appropriate. 
Specific  areas  for  further  research  include: 

©    Determine  how  HMOs,  medical  societies,  group  practices,  and  hospital 
staffs  set  implicit  and  explicit  standards  for  the  performance  of 
their  physicians  (e.g.,  quality,  cost-conscious,  income  expectations,  etc.) 

©    Determine  the  organizational  and  management  techniques  which  are  most 

effective  in  fostering  peer  interaction  and  a  cost -containment  orientation 
in  an  HMO. 

•  Identify  proper  attitude  and  role   of  the  administrator,  medical  leader, 
and  participating  physician  in  a  cost-of fective  practice  setting. 

®    Determine  the  extent  to  which  f ee-for-service  group  practices  (both  single 
and  multi-specialty)  can  achieve  the  cost  effective  orientation  of  the 
prepaid  program.     Do  the  same  incentives  apply  to  the  fee-fbr-service  group? 

#  Identify  the  group  size  constraints  on  peer  interaction  in  group  practice 
settings . 
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t    Identify  the  inherent  characteristics  of  the  cost-effective  physician 
and  how  these  can  be  screened  for  both  employment  and  rating. 

The  extent  to  which  physicians  endorse  and  use  ambulatory  treatment  regimens 
varies  widely  by  geographic  area,  practice  setting  (HMO  vs.  f ee-for-service) , 
and  even  among  HMOs.    These  differences  in  physician  practice  standards  are 
often  attributed  to  the  dearth  of  definitive  evidence  demonstrating  the 
effectiveness  and  safety  of  ambulatory  treatments.     Carefully  designed  studies 
are  needed  to  evaluate  ambulatory  treatments,  and  results  need  to  be 
disseminated  to  both  HMO  and  f ee-for-service  physicians. 

Finally,  further  understanding  of  the  IPA  model  should  be  sought „     As  this 
study  indicates,  the  IPA  model  has  some  inherent  limitations,  such  as  a 
potentially  skewed  specialty  mix,  political  constraints,  wide  latitude  in 
legitimate  treatment  approaches,  and  a  negative  control  mechanism  (formal 
peer  review  with  sanctions)  which  generate  skepticism  that  it  will  ever  sustain 
the  cost- efficiencies  of  a  properly  oriented  group  practice.    Yet  IPAs  are 
very  attractive  to  physicians  because  of  the  minimal  practice  changes  they 
require.    Under  what  circumstances,  if  any,  can  they  become  as  efficient  as 
group  practices?     If,  as  one  of  the  IPA's  proposes,  physician  selection  is 
the  key,  how  can  selection  be  introduced  in  an  IPA?    Can  IPAs  be  broken  down 
into  competing  groups?    Is  a  medical  society  sponsored  IPA  more  or  less 
cost-effective  than  a  hospital-based  IPA? 
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Appendix  A 


Case  Study  Site  Selection  Methodology 

Site  selection  is  an  important  consideration  in  a  project  utilizing  a 
case  study  approach  to  elucidate  generally  applicable  principles.  In 
this  project  the  sites  selected  must  represent  the  spectrum  of  possible 
organizational  and  reimbursement  structures  to  allow  for  generalization. 
This  appendix  describes  the  rationale  and  process  InterStudy  followed  in 
selecting  the  final  nine  sites,  and  discusses  the  possible  biases  which 
may  have  resulted  from  the  process. 

First  of  all,  why  nine?    This  number  was  chosen  because  we  felt  it  would 
sufficiently  cover  the  two  main  types  of  HMOs  and  five  reimbursement 
categories  while  at  the  same  time  keeping  what  was  essentially  a  feasibility 
study  within  manageable  limits  for  both  data  and  cost.    Any  less  would  have 
been  unrepresentative;  any  more  would  probably  have  resulted  in  diminishing 
returns . 

The  selection  process  employed  a  series  of  three  screens  to  arrive  at  the 
final  nine.    The  first  screen  contained  the  following  criteria  and  rationale 

1)  The  sample  was  limited  to  organizations  which  had  recently  been  formed 
(since  1970)  because  the  more  mature  HMOs  were  already  heavily  studied, 
and  the  kind  of  information  sought  required  input  from  those  heavily 
involved  from  the  early  operations  of  the  HMO. 

2)  The  sample  included  only  HMOs  which  had  enough  experience  (at  least  5000 
enrollees  in  July,  1975)  to  generate  reasonably  reliable  hospital  data. 

3)  HMOs  with  more  than  half  their  enrollment  in  Medicaid  were  removed  from 
consideration.    This  was  necessary  to  adjust  out  a  population  bias  (most 
Medicaid  enrollees  are  young  and  poor)  and  to  avoid  the  PHP- type  of 
operations,  particularly  in  California. 


4)    The  sample  included  only  those  HMOs  that  had  arms-length  contractual 
relationships  with  hospitals  and  reimbursed  hospitals  in  a  manner 
similar  to  other  third  party  payors.    We  felt  that  a  close  HMO/hospital 
relationship  may  distort  the  physician's  hospitalization  decisions. 

The  above  criteria  were  applied  to  HMOs  surveyed  by  InterStudy  in  January 
and  July  of '1975  for  this  specific  information.  Based  on  survey  response 
the  first  screen  eliminated  all  but  34  HMOs. 

The  second  screen  was  based  on  the  categorization  of  the  HMOs  by  physician 
reimbursement  method.  The  HMOs  were  grouped  into  five  categories  based  on 
three  variables: 

1)  whether  or  not  physicians  share  in  hospitalization  surpluses  or  losses 

2)  the  percent  of  the  physicians'  income  derived  from  the  HMOs  (greater 
or  less  than  50%) 

3)  the  method  of  physician  payment  (two  main  types) 

The  categories  were  ranked  according  to  our  theoretical  expectations  of  the 
strengths  of  the  incentives  on  physicians  to  control  hospital  use.    A  listing 
of  the  categories  is  contained  in  Chapter  I,  page  3,  of  this  report. 

Responses  from  the  thirty- four  HMOs  to  an  InterStudy  Survey  in  November,  1974, 
were  then  reviewed  to  determine  which  category  each  HMO  should  be  assigned  to. 
Those  that  did  not  respond  properly  to  the  questions  on  physician  reimburse- 
ment arrangements  were  eliminated  from  further  consideration.    However,  this 
was  qualified  by  reconsideration    of  some  HMOs  recommended  for  site  visits 
by  a  group  of  informal  advisors  contacted  by  mail  and  phone  during  this  period. 

Also  eliminated  at  this  point  were  three  HMOs  which  we  had  already  studied 
intensively  in  a  previous  InterStudy  project  entitled  "Rural  HMOs:  Implication 
for  Health  Manpower"  (HEW-HRA  Contract  No.  1MB  44194). 


However,  later  some  of  these  were  added  back  in  for  final  consideration. 


At  the  end  of  Screen  2  eighteen  (18)  HMOs  remained.    Thirteen  (13)  were 
Group  Practice  Plans  (although  two  were  "network"-type  group  practices, 
which  are  also  considered  IPAs  by  many)  and  the  remaining  five  were  IPAs. 
The  HMOs  were  arrayed  by  reimbursement  category  as  follows: 


No.  of  HMOs 
2 
5 
6 

5 

At  this  point  we  were  prepared  to  contact  the  HMOs  to  ascertain  their  interest 
in  participating  when  an  event  forced  us  to  reconsider  our  approach,  leading 
to  the  development  of  the  third  screen.    The  event  was  the  termination  at  the 
end  of  1976  of  one  of  the  IPAs,  leaving  us  with  four  acknowledged  IPAs.  We 
had  felt  that  three  IPAs  in  the  final  nine  would  be  an  optimal  number.  We 
had  been  uncomfortable  with  only  five  to  select  from,  so  when  one  went 
out-of-business  we  felt  we  had  to  replace  it. 

At  the  same  time  there  were  no  HMOs  in  the  final  eighteen  representing 
reimbursement  category  4_.    Upon  searching  through  the  eliminated  HMOs  we 
found  a  category  4  IPA.     It  had  been  eliminated  as  a  subject  of  the  rural 
group  practice  study  in  the  second  screen.     Relenting  on  that  particular 
criteria  we  added  this  IPA,  along  with  one  other,  back  into  the  list. 

While  reconsidering  our  "previous  studies"  criteria  we  realized  that  only 
two  other  rural  HMOs  were  included  in  the  final  sample.    Assuming  that 
location  (urban  versus  rural)  must  influence  a  physician's  practice,  we 
felt  compelled  to  add  a  second  rural  group  practice  (also  a  subject  of  our 
previous  study)  to  the  final  list.     (Much  to  our  surprise  we  found  upon 
visiting  this  HMO  the  second  time  that,  in  the  interim,  it  had  become  an  IPA.) 

The  final  twenty  HMOs,   (13  PGPs  and  7  IPAs)  were  then  solicited  for 
participation  in  the  study.    The  sixteen  responses  were  all  initially 
positive,  with  one  HMO  later  reconsidering.    This  left  us  with  a  need  to 


Category 
1 
2 
3 
4 
5 


apply  additional  criteria  to  select  the  final  nine.    The  criteria  we  applied 
was  essentially  one  of  location,  expanding  in  our  assumption  that  physician 
practice  patterns,  even  within  an  HMO  setting,  can  be  influenced  by  community 
medical  practice  patterns.    As  the  findings  bear  out,  this  was  fortuitous 
application. 

The  table  below  lists  the  geographical  location  of  the  final  twenty  HMOs, 
with  an  asterisk  indicating  those  finally  selected  for  participation. 

HMO  Location 


Rural  Maine 

Urban  Rhode  Island 

Urban  Connecticut  (2) 

i 

Greater  New  York  City 
* 

Upstate  New  York 

Washington,  D.C. 
* 

Urban  Ohio 
Rural  Kentucky 


Chicago 

Urban  Wisconsin  (2) 

Urban/ Rural  Wisconsin 
* 

Rural  Wisconsin 
Urban  Minnesota 
Ru^al  Minnesota 
U: ban  Texas 

* 

Urban  Arizona 


Urban  New  Mexico 


Characteristics  of  the  final  HMOs  selected  are: 
Type  HMO:        5  PGPs  and  4  IPAs 

Reimbursement  Categories: 

1  -  1 

2  -  4 

3  -  1 

4  3 

5  - 


Location: 


1  urban/ rural        1  rural 


APPENDIX  B 


Community  Health  Plan  of  Queens-Nassau  -  New  Hyde  Park,  New  York 
Organizational  Structure  and  Developmental  History 

Community  Health  Plan  of  Queens-Nassau  (CHPQN)  is  a  medical  group  model  prepaid 
group  practice  plan.     CHPQN  was  created  in  1973  to  offer  prepaid  group  practice 
as  part  of  Blue  Cross  and  Blue  Shield  of  Greater  New  York.     Blue  Cross  thus  owns 
and  sponsors  the  HMO  and  is  recognized  as  the  HMO.    CHPQN  is  an  independently 
incorporated  medical  group  that  contracts  with  Blue  Cross  to  provide  services  to 
the  HMO  enrollees.     CHPQN  is  an  affiliate  of  Long  Island  Jewish-Hillside  Medical 
Center  both  managerially  and  medically. 

CHPQN  has  its  own  board  of  directors  which  hires  physicians  and  support  staff. 
The  board  is  made  up  of  eight  people  from  the  Medical  Center,  four  froa  Blue 
Cross,  and  two  consumer  representatives. 

The  HMO  is  incorporated  under  three  separate  articles  of  state  law;  Article  44 
which  is  a  public  health  law;  Article  28  which  is  a  Certificate  of  Need  law;  and 
Article  9-C  of  the  insurance  regulations.     Both  the  insurance  agencies  and  State 
Health  Department  are  responsible  for  regulating  the  HMO. 

The  most  difficult  problems  CHPQN  has  faced  in  its  short  history  concern  physi- 
cian recruitment,  development  of  an  adequate  enrollment  base,  and  adverse 
selection.    Physician  recruitment  was  initially  very  difficult;  the  plan  still 
has  trouble  recruiting  specialists.     Primary  care  physicians  who  undergo  training 
at  Long  Island  Jewish-Hillside  Medical  Center  develop  favorable  impressions  of 
the  plan  and  are  often  interested  in  joining  the  plan.    Nonetheless,  many 
physicians  on  the  plan  staff  are  unhappy  with  the  level  of  reimbursement.  Further- 
more, the  IRS  ruling  that  the  HMO  does  not  qualify  as  a  501  (c)(3)  means  that  the 
HMO  is  not  eligible  for  tax-deferred  annuity. 

Enrollment  growth  has  been  hampered  by  a  number  of  different  factors.  First, 
there  was  a  problem  in  marketing  because  any  new  HMO  must  establish  itself 
favorably  among  consumers,  and  in  the  New  York  area,  HIP  has  long  been  con- 
sidered to  offer  clinic-type  care.    This  preconceived  notion  of  HMOs  leaves  many 
consumers  in  the  area  with  distasteful  impressions  about  HMOs. 

Secondly,  the  program  was  initially  sold  on  a  three-rate  basis,  as  compared  to 
Blue  Cross  traditional  indemnity  coverage,  which  was  sold  on  a  two-rate  basis. 
The  result  was  that  while  family  rates  in  the  HMO  were  substantially  higher 
than  a  traditional  family  rate,  husband-wife  rates  in  the  HMO  were  competitive 
with  those  same  traditional  family  rates.    As  a  consequence,  the  HMO  found  that 
a  significant  number  of  its  contracts  were  in  the  husband-wife  category,  that 
most  of  them  were  in  the  45-64  age  range,  and  that  the  hospital  utilization  of 
this  group  was  twice  that  of  the  family  group.    Therefore,  in  March  1977  the 
HMO  changed  its  rate  structure  to  a  two-rate  basis,  and  since  that  time  has 
seen  an  increase  in  enrollment  by  younger  families. 


One  problem  thought  to  be  resulting  in  adverse  selection  was  a  policy  that  per- 
mitted enrollment  and  disenrollment  at  any  time  during  the  year  if  the  employer 
group  desired;  this  was  changed  in  1977  so  that  enrollment  was  only  permitted 
during  the  group's  enrollment  period  (limited  to  one  month  annually). 

Although  there  are  other  HMOs  in  the  area,  CHPQN  does  not  view  any  of  them  as 
direct  competitive  threats  in  their  service  area. 

In  looking  to  the  future,  CHPQN  sees  enrollment  growth  as  the  primary  objective 
to  achieve  financial  stability.     CHPQN  feels  their  expenses  are  unusually  high 
because  of  high  per  diem  rates  at  Long  Island  Jewish  Hospital,  largely  secondary 
to  high  labor  costs  resulting  from  a  unionized  staff.    The  HMO  administration 
feels  they  must  explore  revenue -producing  options,  such  as  f ee-for-service 
practice,  dentistry,  or  optical  care  to  meet  the  cost  of  operations. 

Formal  Contractual  Arrangements 

The  original  rationale  for  financial  arrangements  with  physicians  stems  from 
the  fact  that  the  HMO  developed  out  of  Long  Island  Jewish  Hospital  and,  as  such, 
is  considered  a  hospital  division.    Under  these  arrangements  physicians  were 
to  be  salary-based.    The  HIP  experiences  with  capitation  and  f ee-for-service 
established  two  standards  of  care,  and  CHPQN  was  determined  to  avoid  this 
situation,    Additionally,  Long  Island  Jewish  Hospital  would  not  have  entertained 
any  other  reimbursement  arrangement.    Some  part-time  physicians  are  paid  a  salary 
for  required  services,  while  others  are  paid  on  a  f ee-for-service  basis. 

CHPQN  negotiates  a  budget  with  Blue  Cross  annually,  which  also  budgets  an 
amount  of  money  for  hospital  care  each  year.     If  actual  experience  is  greater 
than  previously  agreed  upon  amount,  Blue  Cross  will  pay  the  difference.  Thus, 
physicians  are  not  at  risk  for  hospital  services.    The  medical  director  does 
not  want  physician  reimbursement  to  be  based  on  an  incentive  to  hospitalize  less. 
Although  there  is  an  incentive  payment  at  the  end  of  the  year  if  actual  costs  of 
the  medical  group  (CHPQN)  come  in  under  budget,  this  provision  has  never  re- 
sulted in  funds  being  paid. 

Breakeven  point  for  CHPQN  is  25,000  enrollees.     Premiums  are  set  on  a  competitive 
basis  rather  than  on  a  cost  basis.     Blue  Cross  picks  up  any  deficit  and  is 
underwriting  the  plan  as  a  research  and  development  expense. 

The  HMO  has  no  special  contract  with  hospitals  in  the  area,  but  rather  pays  Blue 
Cross  per  diem  at  each  hospital.     Seventy  per  cent  of  all  hospitalizations  are 
at  Long  Island  Jewish. 

Enrollment  and  Financial  History 

The  HMO  presently  serves  an  area  about  eight  miles  in  diameter,  with  a  population 
estimated  at  about  1.8  million.     It  is  felt  by  the  administration  that  the  demo- 
graphic characteristics  of  the  enrolled  population  differ  from  that  of  a  com- 
parable Blue  Cross/Blue  Shield  group  insurance  population  in  that  they  are 


probably  older.    There  is  no  firm  data  to  support  this.    They  also  feel  that 
there  are  more  females  in  their  population  than  a  comparable  Blue  Cross/Blue 
Shield  population.    There  have  been  no  studies  done  on  the  enrolled  population 
indicating  income  or  relative  economic  status  since  1974. 

The  initial  enrollment  goal  was  25,000  in  three  years;  the  HMO  presently  has 
15,000  enrollees.    The  HMO  expects  to  reach  23,600  enrollees  by  the  end  of 
1978.     Presently  about  one-third  of  the  HMO's  budget  goes  to  hospital  care. 
The  HMO  does  not  have  an  open  enrollment  period  for  the  community.     It  is 
estimated  that  the  HMO  has  approximately  30%  disenrollment  per  year;  they 
would  prefer  to  have  a  disenrollment  over  the  year  of  approximately  20%.  It 
is  felt  that  subscribers  disenroll  primarily  because  they  move,  and  that  few 
disenroll  because  of  dissatisfaction  with  services. 

The  fee-for-service  base  of  the  clinic  is  approximately  $100,000  per  year,  rep- 
resenting less  than  5%  of  CHPQN's  total  income.    The  physicians  are  aware  of 
which  patients  are  prepaid  and  which  patients  are  fee-for-service,  but  ad- 
ministrators feel  that  whatever  possible  effect  this  might  have  is  minimal  in 
terms  of  quality. 

Utilization  and  Cost  Controls 

Referral  controls  -  There  are  presently  no  limits  or  controls  on  referrals. 
Policy  in  the  past  has  been  to  unquestionably  cover  the  costs  of  referral  ad- 
missions with  the  rationale  that  such  admissions  would  probably  have  been 
performed  through  the  HMO  anyway.     In  the  future  referrals  will  not  be 
permitted  without  prior  approval. 

Utilization  review  -  Preadmission  certification  has  not  been  necessary  because 
of  the  high  occupancy  at  LI J.    With  such  a  high  demand  for  beds  at  the  hospital, 
admissions  must  be  justified  and  are  carefully  scrutinized  by  admission  per- 
sonnel.   Admission  control  is  utilized  to  the  extent  that  the  hospital  does  not 
admit  HMO  patients  on  Friday  or  Saturday  for  surgery  at  the  beginning  of  the 
following  week. 

There  is  no  formal  concurrent  review  program.     Retrospective  review  is  done  as 
part  of  a  standared  hospital  audit. 

Data  feedback  to  physicians  -  Feedback  to  physicians  on  cost  and  utilization  is 
done  in  the  aggregate;  no  individual  physician  information  is  fed  back.    At  the 
present  time  utilization  data  on  individual  physicians  can  only  be  retrieved 
manually  and  the  HMO  administration  plans  to  do  that  before  implementing  a 
sophisticated  management  information  system. 

Ancillary  health  professionals  -  CHPQN  utilizes  physician  assistants  and  nurse 
practitioners . 

Ambulatory  surgery  -  Ambulatory  surgery  is  limited.  Dilatation  and  curretage, 
lipomas,  and  vasectomies,  for  example,  can  be  performed  on  a  same-day  basis. 
Endoscopies  and  cystoscopies  are  performed  at  the  HMO. 


Discharge  planning  -  Discharge  planning  is  coordinated  by  nurse  practitioners. 


Home  health  care  -  Home  health  care  is  provided  by  a  home  health  care  agency  on 
a  fee-for-service  basis.  CHPQN  has  hopes  of  extending  HMO  nurses  into  the  home 
without  violating  state  law. 

Most  Effective 

The  administrator  of  CHPQN  stated  that  one  of  his  primary  concerns  is  that  the 
plan  has  developed  a  membership  with  certain  expectations.    All  of  the 
physicians  working  at  the  HMO  want  the  patient  to  be  satisfied,  and  the  con- 
sumers need  to  be  better  educated  as  to  what  they  should  expect  from  HMO  care. 
Thus,  he  feels  the  most  important  factors  are: 

•  modification  of  consumer  expectations  through  education 

•  develop  data  systems  to  generate  individual  utilization  patterns 
and  provide  physicians  with  feedback 

•  select  hospitals  which  operate  cost-effectively  and  have  relatively 
low  per  diems 

•  control  referrals 

The  medical  director  felt  that  most  mechanisms  designed  to  reduce  utilization 
would  be  ineffective  because  CHPQN  physicians  could  only  minimally  further 
reduce  hospitalizations.    He  did  feel,  however,  that  the  following  areas 
merited  particular  attention: 

•  better  control  over  referrals 

&    the  hiring  of  cost-effective  physicians 


Franklin  Area  Health  Plan  -  Farmington,  Maine 


Organizational  Structure  and  Development  History 

Franklin  Area  Health  Plan  (FAHP)  is  an  individual  practice  association  operating 

around  a  multispecialty  group  of  physicians  called  Rural  Health  Associates. 

Rural  Health  Associates  is  incorporated  with  three  separate  functional  components: 

•  Rural  Group  Practice  (RGP) ,  a  multispecialty  group  practice  providing 
f ee-for-service  care 

0    Franklin  Area  Health  Plan,  a  pre-paid  plan  for  area  indigents, 
accounting  for  20%  of  Rural  Health  Associate  business 

•  A  Research  and  Development  component 

The  non-profit  corporation  has  a  board  of  directors  consisting  of  eight  consumers 
and  seven  providers.     Five  of  the  consumers  are  members  of  FAHP,  and  four  of  the 
physicians  come  from  RGP. 

Rural  Group  Practice  started  in  1971  when  four  physicians  decided  to  form  a  group. 
In  December  1972  FAHP  became  operational  as  a  component  of  the  group.     In  an 
effort  to  promote  harmony  in  the  medical  community,  FAHP  extended  participation 
to  all  primary  care  physicians  in  the  area  in  October  1976. 

FAHP  was  designed  to  provide  prepaid  care  to  those  individuals  ineligible 
for  federal  health  programs  but  too  poor  to  afford  their  own  insurance;  thus 
there  are  no  Medicaid  or  Medicare  recipients  on  the  plan.     FAHP  negotiates  a  capi- 
tated rate  with  the  Office  of  Economic  Opportunity  (0E0)  in  the  federal  government 
and  requires  approximately  a  10%  deductible  to  be  paid  by  the  enrollee.  Eligi- 
bility is  based  on  income  and  family  size.     FAHP  is  now  funded  by  Community  Health 
Services  money.     Although  eligibility  is  still  limited  to  the  medically  indigent, 
the  plan  intends  to  apply  for  a  state  license  and  enter  the  market  for  group 
enrollment . 

Since  1971  RGP  has  expanded  to  include  three  family  practitioners,  one  pedia- 
trician, three  internists,  one  general  surgeon,  and  one  otolaryngologist.  Initial 
interest  in  a  prepaid  plan  was  generated  because  physicians  were  concerned  about 
coverage  for  the  poor  in  the  area  and  they  felt  experience  with  prepaid  care  would 
be  valuable  if  a  national  health  insurance  plan  was  implemented. 

Contractual  Arrangements 

A  new  hospital  was  built  three  years  ago  just  outside  of  Farmington  to  provide 
inpatient  care  for  the  county.    FAHP  has  no  direct  contract  with  the  hospital, 
and  in  fact  has  not  gotten  along  well  with  the  hospital  administration  until 
recently.    With  60  acute  care  beds,  occupancy  has  been  running  at  around  50%. 
Average  per  diem  costs  are  about  $180.    One  source  of  conflict  in  the  past  was 
a  hospital  effort  to  encourage  more  detailed  and  longer  admissions;  the  hospital 
administrator  even  approached  the  Rural  Health  Associates  Board  to  ask  physicians 
to  keep  patients  in  the  hospital  one  extra  day  to  finance  a  hospital  deficit. 


Reinsurance  currently  accounts  for  about  5%  of  premiums  and  is  carried  by 
Blue  Cross/Blue  Shield.  FAHP  is  at  risk  for  only  the  first  $3,000  of  any 
hospitalization  in  the  service  area.  FAHP  maintains  the  risk  for  in-area 
ambulatory  care,  but  has  reinsurance  to  cover  both  hospital  and  physician 
services  out-of-area. 

Those  physicians  belonging  to  RGP  are  under  contract  with  the  corporation 
and  are  paid  a  base  salary  with  an  incentive  arrangement  based  on  longevity, 
volume  of  services,  quality,  and  generation  of  charges.     Physicians  in  the 
community  outside  of  RGP  are  paid  their  normal  fee-for-service    rates  to  see 
FAHP  patients. 

Since  Rural  Health  Associates  contracts  with  the  federal  government  on  a  capi- 
tated basis,  they  ultimately  bear  the  risk  for  providing  care  to  prepaid 
enrollees.     The  physicians  in  FAHP  are  allocated  a  certain  portion  of  the  capi- 
tation rate  to  provide  outpatient  services;  they  are  at  risk  for  provision  of 
these  services.     To  date  physicians  have  received  100%  of  normal  fees.  For 
hospitalization,  FAHP  and  the  physicians  split  surpluses  and  deficits  equally 
to  20  above  or  below  the  capitated  hospitalization    allocation.        If  utiliza- 
tion expenses  exceed  120%  of  the  allocated  amount,  the  plan  assumes  full  responsi- 
bility.    Losses  are  designed  to  be  supported  by  loans  on  equity  or  from  revenues 
generated  by  RGP.    Although  participating  physicians  have  always  received  100% 
of  billed  fees,  FAHP  administrators  feel  the  plan  wouldn't  survive  without 
placing  the  physicians  at  risk  for  their  services  and  a  portion  of  hospitaliza- 
tions . 


Enrollment 

There  are  currently  approximately  2700  enrollees  in  FAHP.    Members  are  enrolled 
on  a  first-come,  first-serve  basis  for  one  year.    Most  of  the  time  there  has 
not  been  a  waiting  list.     There  is  a  continuous  turnover,  with  about  50-75  dis- 
enrollments  and  new  enrollments  each  month.    The  plan's  membership,  of  course, 
is  a  lower  income  population  with  a  predominance  of  young  but  fairly  large 
families.    The  plan  does  enroll  singles.    There  seems  to  be  an  inordinately  large 
number  of  pregnancies  for  the  group,  and  the  plan  feels  that  many  people  sign  up 
only  when  a  serious  disease  is  diagnosed  and  needs  treatment. 

FAHP  accounts  for  20%  of  Rural  Health  Associates  business,  the  remainder  being 
fee-for-service.    The  service  area  for  FAHP  consists  essentially  of  Franklin 
County,  Maine;  in  addition  to  Farmington,  there  are  facilities  in  Rangely  and  Kingfield. 
The  service  area  population  is  about  30,000. 

Utilization  and  Cost  Controls 

Concurrent  review  exists  on  an  informal  but  effective  basis  for  a  medical  com- 
munity of  this  size.    The  medical  director  maintains  a  list  of  all  current 
hospitalizations;  his  review  of  cases  and  discussions  with  admitting  physicians 
helps  to  keep  unnecessary  hospital  days  at  a  minimum.    There  is  no  pre-admission 
certification  or  review. 


Retrospective  review  -  A  review  committee,  consisting  of  the  medical  director 
and  two  participating  physicians,  reviews  hospitalizations  and  ambulatory  care 
to  determine  appropriateness.     The  committee  has  the  authority  to  deny  payment 
to  physicians  if  care  is  deemed  unnecessary  and  inappropriate.     The  committee 
also  serves  a  quality  review  function.     Most  physicians  get  1-2  letters  a  year 
questioning  billing  or  procedures;  this  serves  to  remind  theia  that  they  are  being 
reviewed . 

Referral .controls  -  Simple  referral  forms  designating  the  duration  of  the  referral 
must  be  filled  out  by  plan  physicians.     Referral  physicians  are  asked  to  contact 
FAHP  if  they  feel  more  extensive  visits,  further  referral,  or  operative  procedures 
are  indicated.     Referrals  are  paid  out  of  the  capitated  rate  allocated  to  the 
physicians;  thus,  FAHP  physicians  bear  the  risk  for  referrals.     Referral  admissions 
are  not  formally  controlled. 

Preadmission    testing  -  Although  FAHP  endorses  preadmission  testing,  the  hospital 
is  only  beginning  to  accept    preadmission  testing  results. 

Ambulatory  surgery  -  The  number  of  surgical  procedures  currently  performed  on  an 
outpatient  basis  is  very  limited;  the  hospital  is  reluctantly  allowing  for  a 
greater  number  of  ambulatory  surgery  procedures. 

Data  feedback  to  physicians  -  FAHP  provides  participating  physicians  with  data 
indicating  how  they  and  the  HMO  as  a  whole  have  been  performing.     Although  their 
system  was  automated  when  0E0  had  more  money,  data  is  currently  primarily  generated 
manually.    FAHP  is  working  on  a  new  automated  system  with  Massachusetts  General 
Hospital  and  hopes  to  be  generating  data  through  the  system  shortly. 

Others  -  Home  health  care  is  a  covered  service  planned  through  the  area's  home 
health  agency,     Discharge  planning  is  coordinated  by  a  staff  social  worker.  Four 
physicians  assistants  are  employed  by  Rural  Group  Practice. 

Most  Effective:     The  Franklin  Area  Health  Plan  administration  feels  that  the  most 
important  utilization  controls  are: 

•    placing  physicians  at  risk 

9    the  medical  director's  concurrent  hospital  review 
®    review  committee  retrospective  review. 


Genesee  Valley  Group  Health  Association  -  Rochester,  New  York 


Organizational  Structure 

Genesee  Valley  Group  Health  Association  (GVGHA)  is  a  medical  group  model 
prepaid  group  practice.     The  Board  of  Directors  has  29  members  of  which 
20%  are  providers,  42%  health  plan  members,  and  38%  non-member  public. 

GVGHA  is  licensed  as  a  IX-C  Health  Service  Corporation  under  New  York  State 
Insurance  Law.    Ambulatory  services  are  provided  at  the  Wilson  Health  Center, 
which  is  leased  from  Blue  Cross/Blue  Shield  and  is  licensed  by  the  New  York 
State  Department  of  Health  as  a  treatment  and  diagnostic  center.    GVGHA  is 
a  federally  qualified  HMO. 

Developmental  History 

In  1968  Rochester's  Industrial  Management  Council,  a  non-profit  service  group 
composed  of  companies  that  employ  about  90  percent  of  the  area's  manufacturing 
work  force,  focused  concern  on  the  area's  rising  health  care  costs.    A  special 
broad-based  committee  was  formed  to  promote  the  development  of  an  HMO  in  the 
area.     Blue  Cross  and  industry  representatives  agreed  to  support  a  Medical 
Society  sponsored  IPA  in  exchange  for  endorsement  of  a  prepaid  group  practice 
(GVGHA) .     At  the  same  time  a  third  HMO  formed,  based  on  a  network  of  group 
practices  in  the  area.     Financing  and  marketing  for  all  three  plans  was 
initially  handled  by  Blue  Cross/Blue  Shield.    GVGHA  became  operational  in 
August  1973,  but  experienced  early  difficulties  in  enrolling  members.  This 
was  largely  attributed  to  ineffective  marketing  under  the  impartial  sponsor- 
ship arrangement  with  Blue  Cross/Blue  Shield.    Advocacy  marketing  was  estab- 
lished by  GVGHA  to  remedy  the  problem,  and  enrollment  began  to  improve. 

There  is  no  question  the  initial  competition  and  marketing  failure  hindered 
growth  of  GVGHA.    On  the  other  hand,  the  strong  support  of  local  industry, 
the  recruitment  of  an  excellent  medical  group,  and  the  financial  support  of 
Blue  Cross/Blue  Shield  were  instrumental  in  the  eventual  success  of  the  plan. 

Contractual  Arrangements 

Blue  Cross  and  Blue  Shield  of  Rochester  organized  the  HMO,  and  underwrites 
their  financial  risk.    The  HMO  purchases  financial  expertise,  data  services, 
and  claims  processing  from  Blue  Cross.    Marketing  is  handled  on  a  joint  basis 
by  the  HMO  and  Blue  Cross. 

Inpatient  hospitalization  is  provided  at  Rochester  General  Hospital,  Highland 
Hospital,  and  to  a  lesser  degree,  Strong  Memorial  Hospital.    The  plan  receives 
Blue  Cross  rates  at  these  hospitals. 

The  Blue  Cross  plan  originally  contracted  with  a  sole  proprietor  who  hired 
the  physician  staff.    After  several  years  of  operation  the  physicians  decided 
to  form  a  partnership.    All  other  health  professionals  in  the  group  (e.g. , 
opticians,  nutritionists,  nurse  clinicians ,  etc.)  are  employees  of  the 
medical  group.    There  are  presently  25  full-time  physicians  on  staff 
comprising  8  internists,  7  pediatricians,  2  radiologists,  3  general  surgeons, 
4  obstetrician-gynecologists,  and  1  family  practitioner. 


The  medical  group  partnership  negotiates  a  budget  each  year  with  the  health 
plan  and  pays  all  its  physicians  on  a  salaried  basis.     A  scale  was  developed 
to  account  for  reasonable  marketplace  differences  among  specialties.     In  re- 
sponse to  intense  competitive  pressures,  an  incentive  arrangement  for 
physicians  was  implemented  in  1978.     To  compensate  for  a  5%  increase  in 
salaries,  the  partners  in  the  group  agreed  to  put  $65,000  of  pension  payments 
at  risk. 

Enrollment 

At  the  end  of  1977  GVGHA  had  an  enrolled  membership  of  33,385.  Projected 
growth  for  1978  is  4,348  members.    There  are  currently  2,000  f ee-for-service 
equivalents  utilizing  the  Wilson  Health  Center  for  services.  Disenrollment 
from  the  plan  is  estimated  at  1-1/2%/month,  and  is  largely  attributed  to 
enrol lees  leaving  their  employer  group.     Breakeven  enrollment  is  expected 
in  1978. 

The  birth  rate  among  GVGHA  members  is  24/1000,  twice  the  community  rate  and 
three  times  the  Blue  Cross  population  rate.     Other  than  the  obvious  anti- 
selection  of  maternity  cases,  however,  GVGHA  feels  it  has  a  representative 
population  enrolled. 

Financial  Experience 

In  1977  GVGHA  operated  on  a  budget  of  nearly  $10  million.    Single  monthly 
premiums  were  $29.38,  and  family  rates  were  $73.46.     Costs  for  hospitaliza- 
tions, which  were  higher  than  anticipated,  accounted  for  39%  of  total  operat- 
ing costs  and  were  a  major  cause  of  GVGHA' s  almost  $400,000  deficit  in  1977. 
Another  major  factor  was  a  net  growth  in  membership  of  only  7,000  members  when 
13,000  had  been  planned  for.     GVGHA  had  an  18%  average  premium  increase  on 
May  1,  1977,  and  a  5%  average  premium  increase  on  April  1,  1978.    The  Wilson 
Health  Center  has  capacity  to  serve  40,000  members;  there  are  presently  no 
plans  for  expansion. 

Utilization  and  Cost  Controls 

The  hospital  utilization  experience  of  GVGHA  and  the  controls  they  have 
implemented  should  be  discussed  in  the  context  of  Rochester's  health  planning 
history.    The  city  has  a  tradition  of  progressive  leadership  in  health 
planning;  in  the  early  50' s  when  other  areas  were  rapidly  expanding  hospital 
capacity  Rochester  tempered  the  growth  so  that  today  there  are  only  3.5 
hospital  beds/1000  in  the  community,  adequate  but  well  below  the  national 
average.    The  concern  for  costly  and  unnecessary  expansion  in  the  hospital 
sphere  has  no  doubt  contributed  to  the  community's  low  hospital  utilization 
rates.     Before  GVGHA  even  started  the  community  was  experiencing  approximately 
700  hospital  days/1000.     Furthermore,  Rochester  General  Hospital,  the  primary 
teaching  hospital,  has  a  high  occupancy  rate;  this  encourages  residents,  staff 
physicians,  and  GVGHA  staff  alike  to  get  patients  discharged  as  soon  as  possible. 


Although  house  staff  often  write  orders  on  GVGHA  patients,  attending  GVGHA 
physicians  carefully  review  and  oversee  the  care  and  hospital  lengths-of- 
stay  of  their  patients.    Within  GVGHA  the  various  medical  department  heads 
are  ultimately  responsible  for  the  appropriateness  and  necessity  of  any 
care  provided  by  individual  GVGHA  physicians  (including  referrals) .  Each 
chairman  is  responsible  for  reviewing  those  admissions  under  his  jurisdiction. 
In  addition,  the  physicians  in  GVGHA  have  a  review  committee  to  rate  the 
competency,  interpersonal  skills,  and  commitment  to  the  group  of  each  member 
physician. 

•  Preadmission  certification  -  This  procedure  is  required  only  on 
those  patients  being  admitted  by  residents  in  the  teaching  hospitals 
and  outside  referral  physicians. 

•  Concurrent  and  retrospective  review  -  GVGHA  has  a  program  to  retro- 
spectively review  both  hospital  admissions  and  referrals.  Concurrent 
review  occurs  on  an  informal  basis.    A  nurse  clinician  reviews  cases 
and  brings  any  inappropriate  cases  to  the  attention  of  the  physician 
and  the  department  chairman.    Each  department  head  is  responsible  for 
reviewing  those  admissions  under  his  jurisdiction. 

•  Data  feedback  to  physicians  -  GVGHA  is  able  to  compile  utilization 
data  listing  visits  by  specialty  and  use  of  laboratory  and  x-ray 
services.     In  addition,  admissions  and  length-of-stay  by  department 
can  be  compiled  for  each  hospital.    Unfortunately,  much  of  the 
data  is  3-4  months  old  by  the  time  it  is  available,  too  old  to 
serve  as  effective  feedback.     GVGHA  has  established  a  manual  real 
time  system  to  track  concurrent  hospital  cases .     In  at  least  one 
department  a  blackboard  is  used  daily  to  relay  utilization  data  back 
to  physicians  and  maintain  an  awareness  of  costs.    A  number  of  physi- 
cians stated  that  utilization  feedback  was  very  useful  in  instilling 
cost-effective  practice  among  GVGHA  physicians. 

•  Cost  sharing  -  GVGHA  requires  a  $3.00  copayment  per  visit,  which 
generated  $450,000  in  1977.    The  plan  administrator  does  not  feel 

this  has  the  effect  of  decreasing  the  access  to  or  utilization  of  care. 

•  Ancillary  personnel  -  The  HMO  employs  a  number  of  nurse  clinicians, 
physician's  assistants  (PAs) ,  and  midwives.    While  the  plan  adminis- 
trator is  convinced  of  the  cost-effectiveness  of  PAs,  he  is  still 
holding  judgment  on  nurse  clinicians  and  midwives. 

•  Others  -  Preadmission  testing  is  utilized.    Ambulatory  surgical 
facilities  are  available  in  the  Rochester  area  and  GVGHA  surgeons 
will  utilize  them  when  it  is  appropriate.    Discharge  planning  and 
home  health  services  are  coordinated  for  GVGHA  by  a  part-time  public 
health  nurse. 


Most  Effective 


GVGHA  feels  the  initial  recruitment  of  physicians  is  vital  in  securing 
cost-effective  behavior  on  the  part  of  physicians.    Several  physicians 
felt  the  value  of  such  modifiers  as  utilization  review  was  secondary  to 
the  initial  selection  of  physicians;  when  physicians  are  hired  who  are 
compatible  and  have  the  same  attitudes  about  the  cost-effective  practice 
of  medicine,  stringent  utilization  controls  are  not  necessary. 

Once  a  medical  group  is  formed  constant  discussion,  interaction,  and  the 
feedback  of  relevant  data  is  necessary  to  maintain  cost-consciousness. 
Good  physicians  will  never  let  cost  concerns  override  quality  concerns, 
and  likewise  risk  or  bonus  arrangements  will  not  affect  the  quality  of 
medicine  practiced. 


Group  Health  of  Arizona  -  Tucson,  Arizona 


Organizational  Structures 

Group  Health  of  Arizona  (PimaCare)  is  a  prepaid  group  practice-type  HMO 
serving  the  metropolitan  Tucson  area.     It  is  a  Blue  Cross  owned  and  sponsored 
HMO  with  27 , 000  members  enrolled  (3/78).     Group  Health  of  Arizona  (GHA) ,  the 
corporate    entity  representing  the  HMO,  is  presently  a  shell  corporation, 
although  in  transition  to  a  new  board  structure  to  be  effective  in  1979.  The 
new  board  will  be  composed  of  6  consumers,  6  representatives  from  Group  Health 
Medical  Associates  (GHMA — the  physician's  group),  and  3  non-plan  members/non- 
providers  appointed  by  the  other  members.     At  present  Blue  Cross  of  Arizona 
is  recognized  as  the  HMO  by  the  state. 

The  HMO  is  comprised  of  the  following  organizations: 

•  Blue  Cross  of  Arizona  -  Responsible  for  administering  the  HMO 
(membership  and  claims  processing/payment),  marketing,  actuary, 
relations  with  State,  premium  billing  and  colleciton,  and  under- 
writing certain  specified  risks  (dialysis,  open  heart  surgery,  etc.) 
as  well  as  overall  risk  to  cover  any  deficit  operations. 

•  Group  Health  Medical  Associates  -  A  for-profit  physician's  group 
developed  to  service  PimaCare  enrollees,  GHMA  is  responsible  for 
delivering  medical  services  to  HMO  enrollees  under  a  capitation 
agreement  with  Blue  Cross.     GHMA  also  contracts  for  prescription 
drugs.     It  is  not  at  risk  for  hospital  services. 

•  Pharmaceutical  Card  System  -  a  prescription  drug  service  which 
has  a  contract  with  GHMA  to  deliver  prescription  drugs  to  Pima- 
Care members. 

Developmental  History 

PimaCare  developed  initially  out  of  an  HMO  feasibility  grant  to  the  University 
of  Arizona  Medical  School.     With  the  grant  a  few  physicians  at  the  medical 
school  formed  the  physicians'  group  (GHMA)  and  incorporated  the  HMO  (Group 
Health  of  Arizona).     The  HMO  began  operations  on  January  1,  1974. 

Although  exhibiting  steady  growth,  by  mid-1975  GHA  was  in  serious  financial 
difficulty.     At  that  point  the  State  of  Arizona  asked  Blue  Cross  to  take 
over  and  assume  the  debts.     Blue  Cross  consented  and  immediately  loaned  the 
HMO  $800,000.     Blue  Cross  assumed  control  of  the  HMO  on  5/1/75. 

At  approximately  the  same  time  GHA  began  operating  in  the  black  and  has 
continued  to  do  so  ever  since.     Over  one-half  of  the  Blue  Cross  loan  has 
been  repaid  in  the  three  years  since  the  takeover. 


Contractual  Arrangements 


As  mentioned  above,  PimaCare  is  essentially  a  contract  between  Blue  Cross  of 
Arizona  and  Group  Health  Medical  Associates,  with  GHMA  subcontracting  for 
prescription  drugs.     Blue  Cross  bills  and  collects  premium,  reimbursing  GHMA 
55%  of  the  premium.     Hospitals  are  paid  billed  charges  by  Blue  Cross,  without 
a  discount.     The  HMO  evenly  divides  80%  of  its  hospitalization  between  two 
main  hospitals,  using  two  others  for  exotic  services.     The  physicians  group 
is  not  at  risk  for  hospitalization,  but  has  an  incentive  in  the  form  of  a 
50/50  split  on  any  hospital  savings  with  Blue  Cross.     Blue  Cross  would  be 
totally  responsible  for  any  deficit.     Hospital  savings  in  the  first  two 
months  of  1978  totaled  $250,000      (On  paid  and  incurred  claims). 

Enrollment  and  Premium 

PimaCare  currently  has  27,000  enrollees,  all  from  employer  groups  in  the 
Tucson  area.     44%  of  the  enrollees  are  single  contracts.     The  only  noticeable 
anti-selection  appears  in  a  few  small  employer  groups  whose  employees  have 
major  health  problems. 

Blue  Cross  does  the  marketing  for  PimaCare,  using  the  same  staff  that  sells 
traditional  Blue  Cross  coverage. 

Premiums  are  under  $100/per  for  a  family  contract,  and  have  increased  only 
65.7%  since  1974  (compared  to  100%  in  other  HMOs  interviewed).     Some  of  the 
larger  employer  groups  in  Tucson  have  the  same  premiums  for  traditional 
health  insurance,  and  the  differential  in  most  groups  is  small. 

Financial  Experience 

As  mentioned  above,  PimaCare  experienced  severe  finanical  problems  about  a 
year  after  it  opened.     At  the  same  time  it  was  showing  steady  growth,  and 
the  problems  might  have  corrected  themselves  had  sufficient  funding  been 
available  to  see  them  through  the  crisis.    Almost  immediately  after  the  Blue 
Cross  takeover  the  HMO  began  operating  at  a  surplus. 

Projecting  income  based  on  January  and  February,  1978,  dues,  PimaCare  will 
approach  a  $10  million  operation  in  1978.     Over  one-half  of  the  original 
$800,000  loan  from  Blue  Cross  has  been  repaid. 


Utilization  and  Cost  Controls 

The  major  indicators  of  utilization  for  PimaCare,  inpatient  hospitalization 
rates  and  health  center  visits,  were  329  days/1000  and  3.8  visits  per  member 
in  1977.     The  inpatient  days  were  the  lowest  recorded  by  any  of  the  HMOs 
visited.     Part  of  this  is  influenced  by  the  extent  of  ambulatory  surgery 
prevalent  in  Tucson.     30%  of  the  surgery  done  by  the  HMO  is  on  an  outpatient 
basis . 


PimaCare  employs  the  following  utilization  and  cost  control  mechanisms: 

•  Capitates  selected  outside  providers  -  Prescription  drugs  and  mental 
health  care  are  capitated  by  the  physician  group. 

•  Referral  authorization  form  -  PimaCare  employs  outside  referral 
authorization  form  which  also  serves  as  a  billing  mechanism.  En- 
forcement of  the  authorization  is  lax  because  the  referral  physicians 
were  selected  based  on  their  practice  habits  and  ability  to  communicate. 

•  Benefit  limitations  -  Inpatient  psychiatric  is  limited  to  30  days 
every  6  months,  although  outpatient  psych,  is  covered  in  full 

($2  copayment) .     All  out-of-area  services  require  a  20%  copayment 
by  the  subscriber.     Maternity  has  a  $400  deductible  for  hospital 
services. 

•  Use  of  paraprof essionals  -  PimaCare  employs  five  nurse  practitioners. 
There  is  no  hard  evidence  on  their  cost  effectiveness. 

•  Ambulatory  surgery  -  Up  to  30%  of  the  HMO's  surgery  is  done  on  an 
ambulatory  basis.     This  was  cited  by  those  interviewed  as  one  of 
the  most  effective  cost-containment  tools. 

•  Retrospective  review  -  Done  primarily  for  quality  purposes.  No 
preadmission  certification  or  concurrent  review  performed. 

•  Outpatient  review  -  Random  chart  review  done  on  a  daily  basis  by 
a  review  committee  using  Kaiser's  CQUAS  method.  Chiefly  quality 
review. 

•  Peer  interaction  -  Considered  by  PimaCare  to  be  one  of  the  strongest 
cost-containment  tools.     Peer  interaction  is  fostered  by  use  of  a 
common  medical  record. 

•  Pharmacy  committee  -  PimaCare  has  established  a  committee  to  review 
prescriptions. 

•  Second  surgical  opinion  -  Although  not  formalized  some  is  done  on 
an  ad  hoc  basis. 

•  Treatment  protocols  -  Are  used  by  a  staff  employee  in  setting  up 
charts  for  outpatient  review. 

Both  the  administrator  and  the  medical  director  felt  that  peer  interaction, 
fostered  by  medical  leadership  and  facilitated  by  a  single  medical  record, 
is  the  most  effective  mechanism  for  modifying  physician  practice  patterns. 
Also  influential  in  terms  of  cost  savings  is  the  emphasis  in  the  area  on 
ambulatory  care.     Finally,  the  for-profit  legal  structure  of  the  medical 
group  provides  an  added  incentive  for  the  group  to  maintain  an  awareness 
of  costs, 


Health  Maintenance  Plan  -  Cincinnati,  Ohio 


Organizational  Structure 

The  Health  Maintenance  Plan  is  a  prepaid  group  practice-type  HMO  serving  the 
metropolitan  Cincinnati  area.     It  is  Blue  Cross  owned  and  sponsored,  with 
19,700  members  as  of  3/78.     Although  at  one  point  HMP  was  an  independent  cor- 
poration co-sponsored  by  Blue  Cross  and  Good  Samaritan  Hospital,  it  has  been 
forced  by  law  to  become  a  subsidiary  or  line  of  business  for  Blue  Cross.  The 
previously  independent  HMP  board  of  directors  now  functions  in  an  advisory 
capacity.     Over  half  of  its  members  represent  consumers. 

The  three  main  components  of  the  HMO  are: 

•  Blue  Cross  of  S.W.  Ohio  -  Recognized  as  the  HMO  by  the  State  of  Ohio. 
Handles  administration  of  the  plan,  marketing,  membership,  claims 
processing/payment,  and  assumes  the  major  risk-taking  role  for  the 
HMO. 

•  Health  Maintenance  Physicians,  Inc.  -  A  twenty  (20)  physician  multi- 
specialty  group  practice  which  contracts  with  Blue  Cross  to  deliver 
medical  services  to  HMO  enrollees.     The  physician's  group  is  the  first 
multi-specialty  group  practice  in  the  Cincinnati  area,  and  was  assembled 
specifically  for  the  HMO.     The  physician's  group  negotiates  a  budget  for 
medical  services  with  Blue  Cross.     In  the  past  Blue  Cross  and  Good 
Samaritan  Hospital  have  shared  the  risk  by  providing  loans  to  the  HMO 

to  cover  operating  deficits. 

©    Good  Samaritan  Hospital  -  A  750-bed  hospital  which  is  the  major  source 
for  hospital  services  for  HMO  enrollees.     Good  Samaritan  was  one  of 
the  sponsors  of  the  HMO  and  serves  as  the  main  source  for  inpatient 
hospital  care  as  well  as  lab,  x-ray,  pharmacy  services,  and  physical 
facilities.     Good  Samaritan  is  a  major  referral  hospital/tertiary 
care  center  in  the  Cincinnati  area. 

Developmental  History 

Blue  Cross,  which  dominates  the  health  insurance  market  in  Southwest  Ohio, 
initiated  HMO  investigations  at  the  behest  of  organized  labor  in  the  early 
70s.     Upon  gaining  the  commitment  and  support  of  Good  Samaritan 
Hospital,  the  Blue  Cross  Plan  initiated  a  formal  feasibility  study  in  1972. 
Upon  determining  the  feasibility  of  the  HMO,  both  sponsors  contributed 
$250,000  in  the  form  of  long-term  loans  to  cover  developmental  and  early 
operation  costs.     A  separate  corporation,  Health  Maintenance  Corporation, 
was  created  to  serve  as  the  HMO,     Its  board  consisted  of  equal  representation 
from  Blue  Cross,  Good  Samaritan,  civic  leaders  (labor  and  management),  and 
consumers.    Another  corporation,  Health  Maintenance  Physicians,  Inc.  was 
set  up  by  some  of  the  staff  physicians  at  Good  Samaritan  to  serve  as  the 
physician  base  for  the  HMO.    The  HMO  began  operations  in  April,  1974. 


Subsequent  to  that  time  the  State  of  Ohio  passed  HMO  enabling  legislation  whose 
requirements  were  such  that  HMP  had  to  be  financially  secure  to  operate  in  the 
State.     In  order  to  achieve  this  HMP's  original  debts  were  written  off  and  the 
HMO  was  folded  back  into  Blue  Cross  as  a  line  of  business. 

Contractual  Agreement 

As  formally  constituted  at  this  time  HMP/ Cincinnati  is  represented  by  a 
contract  between  Blue  Cross  of  Southwest  Ohio  and  Health  Maintenance 
Physicians,  Inc.     Under  this  contract  the  physician's  group  negotiates  a 
capitation  rate  with  Blue  Cross  to  provide  medical  services  to  HMO  enrollees. 
Although  theoretically  at  risk  for  these  services,  up  to  this  time  any  debts 
incurred  by  the  physicians  group  in  rendering  medical  services  have  been 
paid  by  Blue  Cross  out  of  the  hospitalization  fund.     In  effect  the  physicians 
are  paid  at  cost  for  services.     They  are  not  at  risk  for  hospitalization, 
although  they  are  paid  a  bonus  for  reducing  inpatient  utilization  below 
a  target  number  of  days  (550  in  1978). 

Blue  Cross  has  assumed  additional  risk  in  1978  by  guaranteeing  enrollment 
in  the  HMO;  that  is,  paying  the  physician's  group  according  to  pre-determined 
enrollment  levels,  regardless  of  whether  the  enrollment  levels  are  achieved 
or  not. 

The  HMO  also  contracts  with  Good  Samaritan  Hospital  for  lab,  x-ray,  and 
pharmacy  services,  and  rental  of  the  main  health  center  facility.  The 
hospital,  which  handles  90%  of  the  HMO's  admissions,  is  reimbursed  at  the 
Blue  Cross  negotiated  rate  for  the  community  (prospective  reimbursement). 
Since  Good  Samaritan  is  a  tertiary  care  center  the  per  diems  are  higher  than 
many  other  hospitals  in  the  area. 

The  incentive  program  operative  on  the  physicians  when  hospitalization 
targets  are  exceeded  is  thought  to  be  slightly  effective  as  a  reminder  to 
the  physicians  of  what  the  program  is  all  about.    The  incentive  resulted 
in  a  bonus  being  paid  for  the  first  time  in  1977.    This  bonus  came  as  a 
surprise  to  many  physicians.    The  area  where  HMP  physicians  appear  to  employ 
the  greatest  control,  outside  referrals,  happens  to  be  the  area  where  they 
have  accepted  some  risk.    These  referral  controls  will  be  discussed 
below  in  Control  Mechanisms. 

Enrollment  and  Premium 

The  20,000  members  enrolled  in  HMP  come  from  a  variety  of  large,  medium, 
and  small  employers  in  the  Cincinnati  area.     Since  the  state  law  under  which 
the  HMO  operates  contains  mandatory  dual-choice  for  employers  of  25  or  more, 
HMP  has  access  to  virtually  all  employers  in  the  area. 

Premiums  are  for  the  most  part  competitive  with  the  Blue  Cross  community 
premium  (the  standard  premium  offered  to  smaller  employer  groups)  in  spite 
of  the  fact  that  it  has  doubled  since  becoming  operational  ($56/mo„  in  1974 
to  $112  today  for  a  family  contract).     The  premium  ranges  from  competitive 
to  extremely  non-competitive  with  the  larger,  experienced-rated  employers. 


Both  the  administrator  and  medical  director  agreed  that  there  is  anti- 
selection  in  the  enrolled  population,  as  evidenced  by  the  significant 
number  of  enrollees  with  pre-existing  conditions  and  certain  recurring 
diagnoses.     This  anti-selection  is  exacerbated  by  a  high  turnover  rate 
in  the  HMO,  approximately  40%  per  month  (40%  of  all  new  contracts  replace 
members  who  have  left  the  plan).     The  high  turnover,  ascribed  to  left 
employment  and  high  premiums,  produces  a  significant  number  of  new 
people  each  month  requiring  medical  treatment,,    The  HMO  services  a  7% 
f ee-for-service  base,  whose  income  is  included  as  part  of  the  medical 
group's  budget. 

Utilization  and  Cost  Controls 

The  major  indicator  of  utilization  within  HMP,  hospital  inpatient  days,  was 
down  to  500  days/1000  members  in  1977.     This  represents  a  drop  of  100  days 
since  1975.     It  compares  with  a  Blue  Cross  inpatient  utilization  rate  for 
an  employed  population  of  866  days/100.     The  administrator  felt  that  the 
utilization  goal  of  450  days  would  be  attained  as  the  HMO  population  stabilized 
and  the  medical  staff  matured.     He  stated  that  the  physicians'  practice  patterns 
have  changed  over  time  and  that  physicians  are  now  being  selected  to  participate 
in  the  HMO  based  on  their  utilization  conciousness ,  among  other  considerations. 

HMP/  Cincinnati  employs  the  following  utilization  and  cost  control  mechanisms: 

•  Outside  specialists  capitated  -  14%  of  the  capitation  rate  paid  by 
Blue  Cross  to  the  physician  group  goes  to  outside  specialists  for 
services «     In  an  effort  to  control  this  most  specialists  have  been 
capitated  for  medical  services.     They  are  not  at  risk  for  hospital 
services . 

»    Control  on  outside  referral  -  There  is  a  two-step  control  process 
on  referrals  going  to  non-capitated  outside  specialists.     First,  the 
department  head  screens  each  referral  request  for  urgency,  then  sends 
the  electives  to  the  Medical  Director  for  further  review,, 

•  Control  on  outside  referral  admission  -  Although  outside  specialists 
are  supposed  to  let  the  HMO  know  when  they  are  admitting  an  HMO 
patient,  this  is  not  strictly  enforced.     However,  since  all  special- 
ists are  Good  Samaritan  staff  physicians  the  hospital  automatically 
notifies  the  HMO  when  a  patient  is  admitted. 

•  Concurrent  and  retrospective  utilization  review  on  admissions  and 
length-of-stay  -  Both  the  HMO  and  Blue  Cross  employ  nurse  coordinators 
who  automatically  review  HMO  patients  upon  admission,  using  50%  PAS 
guidelines.     In  addition,  HMP  has  a  retrospective  review  committee 
which  looks  at  readmissions,  pre-admission  testing,  and  weekend 
admissions . 


o    Outpatient  Review  -  HMP  has  a  weekly  UR  committee  meeting  which 
reviews  and  discusses  random  charts  for  outpatient/ambulatory 
care.     More  quality  than  cost-oriented. 


•  Pre-admission  certification  -  Employed  periodically  if  utilization 
is  high. 

•  Feedback  on  cost  and  utilization  -  The  utilization  review  results 
are  distributed  to  HMP  physicians,  although  their  effectiveness  is 
questionable.     However,  the  daily  hospital  summary  report  is  con- 
sidered by  HMO  management  to  be  the  most  important  control  mechanism 
the  HMO  employs. 

•  Employment  of  physician  extenders  and  other  paraprofessionals 

®    Discharge  planning  -  HMP/Cincinnati  employs  a  discharge  planner  who 
meets  with  the  Medical  Director  daily  to  review  patient  status.  The 
discharge  planner,  along  with  the  nurse  coordinators,  do  an  effective 
job  educating  patients,  as  well  as  physicians,  to  be  cost-conscious. 

•  Preventive  care  programs  -  the  HMO  offers  physical  exams,  health 
education,  anti-smoking,  weight  loss  clinics,  etc.     Their  cost- 
containment  effectiveness  is  debatable  according  to  the  administrator. 

©    Pre-admission  testing  -  A  formal  PAT  program  has  been  developed  with 
Good  Samaritan,  and  applied  where  feasible. 

•  Ambulatory  surgery  -  Where  possible  ambulatory  surgery  is  done  in 
the  health  center  under  a  local  anesthetic.     Good  Samaritan  is  also 
used,  although  minimum  cost  of  the  same  day  surgery  program  there 
equals  one  day  of  hospitalization.     The  standard  of  practice  in  the 
community  influences  how  much  ambulatory  surgery  can  be  done. 

e    Home  health  care  -  Although  used  very  infrequently,  home  health  is 
applied  as  a  cost-containment  device  in  certain  cases. 

•  Selection  of  physicians  -  The  HMO  uses  utilization  consciousness  as 
a  criteria  to  select  and  employ  physicians. 

•  Physician  reimbursement  -  The  reimbursement  system  of  a  salary  plus 
bonus  for  better  than  targeted  utilization  is  probably  somewhat 
effective  in  making  full-time  physicians  conscious  of  the  need  for 
inpatient  care. 

«    Hospital  contract  -  As  a  cost  and  utilization  control  mechanism 
the  relationship  with  Good  Samaritan  is  mixed  at  best.  Good 
Samaritan's  high  occupancy  rate  (96-98%)  acts  as  a  barrier  to 
getting  beds  on  demand.     And  some  of  the  ancillaries  that  the 
HMO  purchases  (laboratory)  have  not  been  raised  in  price  in  four 
years.     On  the  other  hand,  some  ancillary  costs  have  skyrocketed 
(radiology)  and  Good  Samaritan  has  one  of  the  highest  per  diem  costs 
in  the  area. 

•  Benefit  limitations  -  The  HMO  employs  co-payments  on  prescription 
drugs,  private  duty  nursing,  and  outpatient  psychiatric,  as  well 
as  maximum  benefits  on  the  latter  two. 


Both  the  administrator  and  the  medical  director  cited  the  use  of  a  nurse 
coordinator  as  being  the  most  effective  utilization  control  mechanism. 
The  nurse  coordinator  has  had  a  big  impact  on  patients  as  well  as  doctors 
by  raising  their  expectations  of  going  home.     When  patients  are  educated 
ahead  of  time  they  have  no  problem  accepting  changes. 


The  administrator  also  cited  information  feedback,  in  the  foria  of  the  daily 
hospital  summary  report,  as  an  important  control  mechanism.     The  medical 
director  noted  that  the  utilization  review  meetings  are  interesting  and  some- 
what effective.     He  felt  though,  that  the  admission  rate  is  down  primarily 
because  of  the  trend  toward  outpatient  surgery. 

The  two  areas  the  administrator  cited  as  having  the  greatest  potential  for 
future  cost  reductions  is  bringing  more  specialists,  such  as  orthopedists, 
on  board,  and  obtaining  more  preferential  treatment  from  the  hospital, 
particularly  in  scheduling  and  use  of  hospital  facilities. 


! 


Mastercare  Health  Plan  -  Albuquerque ,  New  Mexico 


Organizational  Structure 

The  Mastercare  Health  Plan  is  an  individual  practice  association  serving  the 
Albuquerque,  New  Mexico  metropolitan  area.     Current  enrollment  in  the  medical 
staff /hospital  sponsored  HMO  is  approximately  20,000  people.     Its  fifteen- 
member  board  of  directors  is  composed  of  equal  representation  from  the  spon- 
soring hospitals,  the  participating  physician and  enrolled  members.     The  HMO 
is  incorporated  under  New  Mexico  State  insurance  law  as  a  Not-f or-Prof it  Health 
Care  Plan  similar  to  Blue  Cross  and  Blue  Shield.     The  sponsoring  hospitals 
jointly  contributed  the  $100,000  reserve  requirement. 

Mastercare  contracts  with  the  following  individuals/organizations  to  deliver 
HMO  services  to  enrollees: 

Presbyterian  Hospital  Center  and  St.  Joseph  Hospital  -  These  two 
acute  care  general  hospitals  represent  the  nucleus  of  the  provider 
organizations  serving  Mastercare  patients.     Physician  participa- 
tion in  the  HMO  is  limited  to  members  of  their  staffs.     They,  along 
with  Anna  Kaseman  Hospital  (a  part  of  the  Presbyterian  Hospital  Cen- 
ter) deliver  virtually  all  in-area  hospital  services  to  HMO  enrol- 
lees.    Presbyterian,  Anna  Kaseman,  and  St.  Joseph  have  429,  172,  and 
315  acute  care  beds  respectively  and  their  occupancy  rates  ranged 
from  65%  to  78%  in  1977.     Both  hospitals  have  extensive  tertiary 
care  practice  from  rural  areas  and  do  not  have  teaching  obligations. 

Participating  physicians  -  Approximately  340  of  the  400  active  or 
associate  physicians  on  the  medical  staffs  of  Presbyterian  and/or 
St.  Joseph  hospitals  contract  individually  with  the  Mastercare 
Health  Plan.     Distribution  by  specialty  is  as  follows: 

Number 


Internists 

20 

GPs/FPs 

28 

OB/GYNs 

31 

Peds 

24 

Surgeons,  General 

27 

Other:     Medical  Subspecialties 

52 

Surgical  Subspecialties 

74 

Psychiatry  &  Psychology 

44 

Other 

40 

Total 

340 

There  are  approximately  600  active  physicians  in  the  metropolitan 
area,  100  of  whom  are  at  the  University  of  New  Mexico.     Very  few 
tertiary  care  services  (burn  and  neonatal)  are  purchased  from  the 
nonparticipating  providers,  chiefly  at  the  University  hospital. 

Participating  pharmacies  -  Mastercare  contracts  with  approximately 
60  pharmacies  in  the  metropolitan  area  to  deliver  drug  benefits  to 
enrollees . 

The  fifteen -member  Board  of  Directors,  which  meets  around  10  times  per  year, 
is  responsible  for  setting  policy  for  the  HMO.    The  Executive  Committee 
meets  monthly.    A  representative  from  each  hospital,  a  physician,  and  a 
subscriber  comprise  the  four -member  committee.    A  subscriber  is  the  Board 
President;  a  physician  is  the  Vice  President;  the  Presbyterian  Hospital 
administrator  is  Treasurer;  the  Associate  Administrator  of .St.  Joseph 
Hospital  is  Secretary.    The  Executive  Director  and  Medical  Director  serve 
as  nonvoting  members  of  both  the  Board  and  the  Executive  Committee, 


Developmental  History 

Mastercare  was  developed  by  the  sponsoring  hospitals  in  reaction  to  a 
threatened  loss  of  patients  to  another  group  practice  clinic  and  its  affili- 
ated hospital.     In  1972  a  combination  of  the  Lovelace  Clinic,  sponsored  by  a 
large  multi-specialty  group  practice,  and  Bataan  Memorial  Hospital}  announced 
the  establishment  of  a  prepaid  health  care  program  to  serve  the  area's  largest 
employer,  Sandia  Corporation.     The  physicians  and  hospitals  faced  the  potential 
loss  of  patients  if  the  HMO  was  successful.  The  ratio  of  care  in 

the  community  is  provided  at  80%  by  Presbyterian  Hospital  Center  and  St.  Joseph 
Hospital,  and  20%  by  Lovelace-Bataan.     It  decided  to  compete  by  forming  a  hos- 
pital based  IPA. 

In  order  to  tie  the  physicians  in  the  program,  Presbyterian  and  St.  Joseph  Hos- 
pital developed  a  joint  endeavor.     Other  joint  ventures;  such  as  a  home  care  pro- 
gram, an  ambulance  company,  and  a  clinic  network  were  also  developed  during 
this  same  period.     Most  physicians  have  staff  privileges  at  both  hospitals,  but 
not  elsewhere.     Each  hospital  contributed  $50,000  to  the  insurance  reserve  and 
Mastercare  was  incorporated.     It  became  operational  in  the  fall  of  1972. 

The  first  two  years  of  Mastercare 's  operation  has  been  extensively  documented  (28) 
In  summary,  both  Mastercare  and  the  Lovelace-Bataan  Health  Plan  were  marketed 
to  Sandia  employees.     Mastercare  enrolled  9000  members  in  that  initial  enroll- 
ment.    But  due  to  a  variety  of  factors,  including  anti-selection  in  the  group 
and  lack  of  utilization  controls,  Mastercare  experienced  heavy  financial  losses 
in  1973.     In  1973  participating  physicians  and  hospitals  were  paid  only  63%  of 
eligible  fees.     As  a  result,   the  Board  of  Directors  implemented  a  set  of  utiliza- 
tion controls  for  1974,  including  a  certified  hospital  admission  program;  prior 


authorization  for  outside  referrals;  extensive  retrospective  peer  review  of  of- 
fice practices;  and  fee  ceilings  for  payments  to  providers. 

Primarily  because  of  these  controls  Mastercare  experienced  a  dramatic  turnaround 
in  both  financial  and  utilization  experience  in  1974,  approaching  a  breakeven  posi 
tion  at  7500  enrollees. 

At  the  end  of  1975  the  Lovelace-Bataan  Health  Plan  cancelled  all  but  one  of  its 
prepayment  contracts,  effectively  terminating  its  HMO  activities  in  all  hut  one 
group.     Mastercare  continues  to  aggressively  expand  in  the  absence  of  this  com- 
petitive threat.     Following  LBHP's  withdrawal  as  an  HMO  in  three  major  employer 
groups,  Mastercare  enrolled  60%  of  all  of  the  LBHP  HMO  patients.     The  Executive 
Director  feels  that,,  in  Albuquerque,  patients  have  demonstrated  their  preference 
for  prepaid  comprehensive  coverage  and  have  demonstrated  their  willingness  to 
switch  delivery  systems  in  order  to  retain  this  coverage.     The  old  doctor-patient 
loyalty  seems  to  be  in  question  since  Albuquerque  has  an  abundant  supply  of  physi 
cians.     The  physicians  who  are  participating  in  Mastercare  are  keenly  aware  that, 
should  they  drop  their  participation  as  a  Mastercare  physician,  their  patients 
would  likely  switch  to  a  different  physician.     Some  physicians  have  expressed  the 
comment  that  they  are  "captive"  providers,  since  so  many  of  their  patients  are 
the  motivating  force  in  keeping  them  in  the  Plan.     The  Executive  Director  felt 
that  patient  pressure  on  physicians  was  now  the  primary  force  in  retaining  high 
participation  in  the  Plan  in  spite  of  the  lack  of  a  group  practice  HMO  competitor 
She  also  felt  that  the  sponsoring  hospitals  recognize  the  contribution  that  Mas- 
tercare can  make  in  addressing  the  issues  of  cost  containment  and  quality  of 
care  in  the  delivery  of  medical  care  and  that  the  HMO  provided  an  accountability 
to  the  marketplace  and  not  just  to  provider  interests.    The  data  which  the  HMO  is 
generating  in  terms  of  physician  cost  effectiveness  will  be  useful  to  the  hos- 
pitals in  containing  costs  within  the  hospitals — a  program  of  national  concern. 


Contractual  Arrangements 

Mastercare  contracts  with  participating  physicians,  hospitals,  and  pharmacies 
in  the  area. 

Physician  Agreements  -  Mastercare  contracts  separately  with  each 
doctor  in  the  HMO.     The  contract  contains  the  following  major 
provisions: 

-  Physician  agrees  to  take  payment  from  the  IPA  based  on  usual, 
customary,  and  reasonable  charges;  agrees  that  payment  shall 
constitute  payment  in  full;  and  that  no  additional  charge  for 
services  will  be  made  to  the  subscriber. 

-  In  case  of  a  deficit  the  physician  agrees  to  accept  a  pro  rata 
payment  in  lieu  of  full  fee  payment. 

-  The  physician  agrees  to  subject  his/her  practice  to  the  peer 
review  program  established  by  the  physicians'  division  of 
Mastercare. 


Hospital  Contract  -  Mastercare  contracts  with  Presbyterian  Hospital 
Center  (Presbyterian  Hospital  and  Anna  Kaseman  Hospital)  and  St. 
Joseph  Hospital  for  hospital  services.     The  following  are  the  major 
provisions  of  this  agreement. 

-  Each  hospital  agrees  to  accept  payment  from  Mastercare  as  pay- 
ment in  full  for  services.     The  contract  states  that  the  hospital 
will  receive  full  payment  for  charges.     The  hospital  agreements 
provide  for  full  risk  sharing.     Hospitals  have  been  paid  at  the 
same  rate  as  physicians,  approximately  89%,  in  1976  and  1977. 

-  Each  hospital  agrees  to  accept  a  pro  rata  reduction  in  case  of 
losses  experienced  by  the  health  plan,  and  agrees  not  to  bill 
subscribers  for  the  additional  amount. 

-  The  hospitals  recognize  that  the  physicians'  division  of  Master- 
care has  review  authority  over  all  hospital  admissions. 

-  Presbyterian  and  St.  Joseph  Hospitals  together  agree  to  post  a 
$100,000  trust  deposit  with  the  State  of  New  Mexico  for  Master- 
care's  reserve  requirements.     The  interest  from  this  deposit  ac- 
crues to  the  hospitals. 

Pharmacy  Arrangement  -  The  participating  pharmacies  agree  to  charge 
,for  the  cost  of  the  drug  plus  a  $2.50  dispensing  fee.     The  sub- 
scriber pays  a  $3.00  copayment  to  the  pharmacy  with  Mastercare  pay- 
ing the  balance  to  the  pharmacies. 

Reinsurance  -  Mastercare  has  purchased  both  individual  ($15,000  maxi- 
mum) and  aggregate  (135%)  stop-loss  insurance  for  the  program. 

Enrollment 

Mastercare  currently  has  20,000  subscribers  enrolled  through  seven  employer 
groups.     Major  groups  include  Sandia  Laboratories,  the  City  of  Albuquerque, 
the  University  of  New  Mexico,  and  the  Federal  Employees  Program.  Federal 
employees,  the  largest  single  group,  comprise  31%  of  Mastercare  enrollment. 
There  are  few  Medicare  beneficiaries  enrolled  in  the  HMO.     The  Executive  Director 
felt  that  Mastercare' s  enrolled  population  was  representative  of  the  under  65 
population  in  the  area,  with  the  possible  exception  of  maternity  care.     There  ap- 
peared to  be  antiselection  in  maternity  because  of  the  increased  coverage  under 
Mastercare  over  the  typical  maternity  benefit  in  the  community.     For  many  groups, 
the  Mastercare  maternity  benefit  has  a  $450  deductible.     Many  Albuquerque  em- 
ployers have  no  maternity  benefit  in  their  insurance  plan. 

There  are  also  indications  of  abnormally  high  utilization  of  services  for  allergy 
(genetic  selection  factor  in  the  New  Mexico  area)  and  dermatology  (the  climate 
and  high  concentration  of  teenage  dependents  in  one  group) . 

Mastercare  had  no  marketing  staff  at  the  time  of  the  site  visit.     Marketing  is 
performed  by  the  Executive  Director  with  one  or  two  groups  added  annually. 


Benefits  and  Premium 


Mastercare' s  benefit  package  is  comprehensive,  for  the  most  part  typical  of 
HMO  benefits.     One  notable  exception  is  the  $450  maternity  deductible  in  some 
groups  which  is  relatively  high.     However,   the  Executive  Director  indicated  that 
overall  benefits  in  the  area  are  low  and  such  maternity  benefit  is  one  of  the 
more  attractive  features  of  the  program. 

Mastercare  competes  on  benefits  instead  of  rates.     Although  it  experience-rates 
the  seven  enrolled  groups,  for  the  most  part  the  HMO  rates  are  $20  -  $40  a 
month  above  traditional  health  insurance  rates  for  a  family  contract.     The  level 
of  insurance  coverage  and  the  employer  contribution  are  very  low. 

Financial  Experience 

Mastercare  has  incurred  a  deficit  each  year  of  operation.     Total  deficit  in 
retained  earnings  as  of  December  31,  1977  was  $652,259.     This  deficit  is  fi- 
nanced primarily  from  the  float,  i.e.,  February  claims  are  paid  with  April  in- 
come and  is  equal  to  about  one  month's  premium.     This  system  appears  manageable 
as  long  as  the  hospitals  continue  to  sponsor  the  HMO,  and  the  lag  time  does  not 
become  unreasonable.     In  1978,  providers  are  being  paid  at  83%  of  eligible 
charges,  with  a  surplus  anticipated. 

Under  the  original  reimbursement  arrangement  with  the  physicians  and  hospitals, 
the  Plan  agreed  to  pay  100%  of  usual,  customary,  and  reasonable,  and  to  prorate 
this  if   losses  were  incurred.     As  mentioned  above,  under  this  system  providers 
were  paid  an  average  of  63c  on  the  dollar  the  first  year.     Fee  ceilings  were 
established  the  second  year,  and  payments  made  at  some  percentage  of  the  elig- 
ible ceilings.     In  1974  payment  was  at  90%;  in  1975  at  90%. 

The  fourth  year  of  operation  (1976)  Mastercare  raised  the  payment  to  95%.  To- 
ward the  end  of  the  year  it  became  evident  that  a  deficit  would  be  incurred. 
To  minimize  this  providers  were  paid  75%  of  charges  in  November  and  25%  in  De- 
cember.    Average  payment  was  89%  for  the  year. 

In  1977  the  physician  payment  was  set  at  95%  of  the  fee  schedule,  and  an  ad- 
ditional 5%  was  held  in  a  risk  pool.     Facing  another  deficit  the  Plan  reduced 
payment  in  December  to  80%  of  UCR,  for  an  annual  rate  of  89%. 

Premiums  for  the  experience-rated  groups  range  from  $96  to  $117  per  month  for 
a  family  contract.     Some  of  these  represent  tremendous  increases  over  the  last 
five  years.     Sandia  Corporation,  for  example,  has  gone  from  $51.50  to  $117.17 
in  the  past  five  years,  a  128%  increase. 

Hospital  costs  have  also  increased  astronomically.  The  HMO's  average  charge 
per  admission  in  1973  was  $554.  In  1977  this  had  climbed  to  $980.  However, 
payment  rate  was  considerably  below  billed  charges. 

Utilization  and  Cost  Controls 

The  major  indicators  of  utilization  in  Mastercare,  inpatient  hospital  days  and 
physician  office  visits,  were  520/1000  members  and  4.3  visits/member  respectively 


in  1977.     The  hospital  utilization  rate  has  fluctuated  since  the  beginning  of 
the  program,  dropping  from  657  to  417  in  the  first  two  years  of  operation,  then 
climbing  to  550  for  the  next  two  years.     The  overall  decline  is  due  to  a  lower 
length  of  stay  (4.2  days/admission).     In  1975,  1976,  and  1977,  the  admission 
rate  has  remained  close  to  120/1000.     Obstetrics  accounts  for  20%  of  admissions. 

The  following  utilization  and  cost  controls  are  in  effect  in  the  Hastercare 
Program: 

•  Prior  authorization  for  out-of-plan  referrals  -  Participating  physi- 
cians are  required  to  obtain  prior  authorization  from  the  HMO  for  re- 
ferrals to  providers  outside  of  the  Plan. 

•  Pri°r  authorization  required  for  in-Plan  referrals  for  certain  specialties. 

•  Preadmission  certification  -  Mastercare  adopted  and  received  technical 
assistance  from  the  Sacramento  Foundation  in  implementing  its  certified 
hospital  admissions  program,  where  the  HMO  must  be  notified  and  give  ap- 
proval prior  to  an  elective  admission.     If  approval  is  given,  the  HMO 
specifies  the  number  of  days.     Emergency  admissions  must  be  seen  by  the 
hospital  utilization  review  coordinator  the  first  day. 

•  Concurrent  review  -  The  HMO  does  concurrent  review  for  both  admission 
and  length  of  stay  through  use  of  the  hospital's  utilization  review 
staff . 

©    Retrospective  review  -  Total  retrospective  review  is  done  on  certain 
physicians  and  all  new  physicians  in  the  program;     Also,  a  very  exten- 
sive list  of  procedures  is  sent  to  review.     The  list  changes  quarterly, 
based  on  outcome  of  review.     All  physicians  are  reviewed  annually  for 
cost  and  quality  of  care  in  order  to  reach  a  decision  about  reappoint- 
ment as  a  provider.     Some  physicians  are  terminated  each  year. 

©    Feedback  to  physicians  -  The  feedback  to  physicians  consists  of  a  pay- 
ment record  given  to  each  physician  at  the  end  of  the  year  listing  their 
HMO  patients,   the  services  rendered  and  the  amount  paid.  However, 
selected  high  utilizing  specialties  get  feedback  throughout  the  year,  in- 
cluding comparative  data  on  their  peer's  performance.     Only  the  staff  and 
members  of  the  physician's  review  committee  have  access  to  cost  and  utiliza- 
tion data  on  all  participating  physicians. 

•  Limitations  on  certain  services  -  State  insurance  contracts  prohibit  ex- 
clusions but  Mastercare  requires  a  year's  enrollment  before  subscribers 
are  eligible  for  kidney  transplants  if  diagnosed  prior  to  enrollment.  No 
exclusion  if  diagnosed  after  enrollment. 

•  Copayments  on  certain  services  -  Mastercare  has  copayments  on  office  visits 
($3.00);  emergency  room  visits  ($8.00);  house  calls  ($5.00);  prescriptions 
($3.00),  and  maternity  ($450,  $250,  $150,  or  $0). 

®    Feedback  to  subscribers  -  Once  a  year  a  profile  of  all  subscriber  services 
is  sent  to  each  subscriber.     Copayment  bills  for  physician  services  are 
billed  quarterly  and  remind  patients  of  services  used.     Copaymenst  bills 
also  serve  as  a  patient  check  on  provider  fraud  and  claims  processing  errors. 


o    Preventive  care  programs  -  Mastercare  has  a  number  of  preventive 
health  education  programs  including  smoking,  weight,  CPR,  and  acti- 
vated patient  classes. 

©    Quality  Assurance  -  Clinical  laboratories  must  be  approved  by  Medicare 
and  Medicaid.     Physician  office  laboratories  must  participate  in  a  qual- 
ity assurance  testing  program. 

•  Preadmission  testing  -  Although  the  Plan  offers  and  hospitals  encour- 
age preadmission  testing,  its  use  has  been  infrequent.     Operations  are 
usually  done  on  the  day  of  admission.     No  diagnostic  admissions  are 
covered.     The  prior  approval  program  eliminates  any  admissions  for  which 
testing  has  not  yet  been  done. 

•  Ambulatory  surgery  -  19%  of  the  HMO's  surgery  last  year  was  done  in  the 
day  surgery  unit  at  the  hospitals.  The  Albuquerque  area  has  had  ambula- 
tory surgery  for  a  long  time.  The  medical  director  felt  that  up  to  30% 
of  all  surgery  done  by  the  Plan  could  probably  be  done  on  an  ambulatory 
basis  and  more  will  be  done  as  the  day  surgery  program  expands.  No  in- 
patient approval  is  given  if  the  procedure  can  be  done  in  day  surgery. 

•  Home  health  care  programs  -  Presbyterian  and  St.  Joseph  Hospitals  have 
a  home  health  care  program  which  the  HMO  utilizes. 

•  Second  surgical  opinion  -  This  is  done  in  selected  cases  for  certain 
doctors,  i.e.,  high  utilizers  or  special  controversial  surgical  procedures. 

•  Discharge  planning  -  Hospitals  perform  this;  the  HMO  has  no  formal  dis- 
charge planning  programs. 

•  Treatment  protocols  -  The  HMO  applies  its  own  protocols  for  lab  and  in- 
jectibles  on  all  diagnoses.     The  hospitals  apply  50th  percentile  PAS 
length  of  stay  for  inpatient  care.     Ambulatory  and  inpatient  admission 
criteria  have  been  developed  using  parts  of  other  published  criteria 
along  with  the  Plan's  experience. 

•  Contracted  relationships  with  outside  specialists  -  There  are  service 
agreements  with  pharmacies,  with  an  inpatient  psychiatric  hospital,  and 
with  the  hospital  home  health  program. 

•  Fee  ceilings  -  Although  the  HMO  uses  a  UCR  schedule  for  particpating 
physicians,  they      were        forced  by  high  charges  by  some  specialists 
to  put  fee  ceilings  on  all  procedures,  using  the  1974  California  Rela- 
tive Value  scale  with  appropriate  local  multipliers  for  conversion  of 
the  units. 

•  Generic  formulary  -  Mastercare  has  compiled  and  published  a  formulary  of 
generic  drugs  for  use  by  participating  physicians.     The  formulary  allows 
the  physicians  to  prescribe  by  generic  name.     Participating  pharmacies 
have  agreed  to  charge  a  scheduled  price  for  generic  prescriptions.  New 
Mexico  does  have  an  antisubstitute  law,  so  physician  compliance  is  essen- 
tial. 

•  Guidelines  for  routine  and  periodic  physical  exams  -  Guidelines  have  been 
established  for  periodic  exams  to  conform  more  to  needs  of  the  enrolled 
population . 


Certificate  of  need  -  For  1978  the  Board  of  Directors  of  Mastercare 
adopted  the  policy  that  the  HMO  must  review  and  approve  any  proposed 
capital  expenditure  by  a  Mastercare  provider  -which  exceeds  $250,000 
(and  which  is  not  subject  to  other  regulatory  review)  before  payment 
will  be  made  for  services  rendered  as  a  result  of  that  investment. 


According  to  the  Executive  Director,  the  most  effective  utilization  control 
mechanisms  are: 

1.  The  preadmission  certification  program, 

2.  The  fee  ceilings  for  office  care, 

3.  Control  of  who  participates  in  the  Plan. 


However,  she  felt  that  without  additional  mechanisms  it  would  be  extremely  diffi 
cult  to  further  reduce  inpatient  utilization.     The  three  mechanisms  she  favored 
were : 

Reimburse  specialists  on  a  different  fee  scale  than  primary  care  -  The 
primary  care  doctors  are  the  backbone  of  the  Plan.     They  determine,  to 
a  great  extent,  expenditures  for  specialty  care  and  hospitalization 
through  their  referrals.     Yet  they  receive  comparatively  less  income 
than  the  specialists.     A  more  equitable  reimbursement  formula  would  pay 
primary  care  doctors  90%-95%  of  fees  and  specialists  80%-85%. 

Control  all  referrals  to  specialists  from  primary  care  rather  than  just 
certain  specialties  as  presently  exist  -  The  Executive  Director  has  been 
successful  in  closing  certain  specialties  and  is  trying  to  add  two  or 
three  more  each  year  by  demonstrating  that  the  present  system  is  less 
than  adequate.     Progress  is  being  made  but  is  slower  than  she  would  like. 

Select  physicians  to  participate  in  the  HMO  -  While  this  contradicts  a 
basic  tenet  of  the  IPA-type  HMO,  the  Executive  Director  felt  this  was 
the  real  key  to  cost  control.     Without  it,  the  HMO  must  rely  on  the 
specialty  mix  in  the  community,  regardless  of  whether  the  mix  were  op- 
timal for  the  HMO  membership.     She  feels  that  HMOs — whether  IPA  or 
group — succeed  according  to  who  plays  on  the  team.     Physicians  are  not 
being  actively  solicited  except  in  primary  care.     However,  the  Plan  has 
been  accepting  approximately  15  physicians  per  quarter  over  the  past  two 
years — many  of  whom  are  joining  an  established  participating  specialty 
group.     About  five  physicians  are  being  terminated  per  year  based  on 
their  practice  behavior  and  costs.     IPAs  should  be  well  aware  of  the  im- 
pact of  too  much  open  participation. 

The  question  of  motivation  must  also  be  addressed  in  this  analysis.     The  ori- 
ginal motivation  for  the  hospitals  and  their  medical  staffs  to  develop  an  HMO 
was  a  threat  of  competition  from  another  group  practice/hospital  HMO.     After  a 
disastrous  first  year,  the  physicians  agreed  to  very  strict  controls  and  have 
reversed  the  HMO's  early  financial  experience.     Hospital  utilization  reached  the 
unheard  of  low  for  an  IPA  of  417/1000  in  1974.     The  next  year,  utilization  rose, 
but  new  members  were  again  being  enrolled.     It  should  be  noted  that  the  second 
year  (1974)  included  only  members  who  had  been  enrolled  in  1973 — all  of  whom 
had  had  every  possible  problem  corrected  in  1973.     The  competitive  threat  in  the 
marketplace  from  the  other  HMO  is  nonexistent.     Mastercare ' s  utilization  and 
losses  have  risen  since  the  low  of  1974,  and  the  Plan  has  never  achieved  the 


utilization  rates  they  realized  in  the  second  year.     The  Executive  Director  does 
not  expect  that  utilization  rate  to  be  achieved  as  long  as  the  Plan  is  continu- 
ally enrolling  new  members— most  of  whom  have  not  had  access  to  the  major  medical 
coverage  in  the  past. 


North  Central  Health  Protection  Plan  -  Wausau,  Wisconsin 


Organizational  Structure 

The  North  Central  Health  Protection  Plan  is  an  individual  practice  association 
type  HMO  serving  essentially  Marathon  County,  Wisconsin.     It  is  sponsored  jointly 
by  Employer's  Insurance  of  Wausau  and  the  Marathon  County  Medical  Society. 
Legally  the  HMO  resides  in  the  Health  Care  Systems  Division  of :  Employe! s,  as 
there  is  no  HMO  enabling  legislation  in  Wisconsin.    The  North  Central  HPP,  which 
is  one  of  five  HPP's  Employer's  participates  in,  in  subject  to  regulation  by  the 
State  Insurance  Commissioner.    Current  enrollment  is  18,000,  18%  of  the  service 
area  population. 

Governance  of  the  plan  resides  in  an  Operating  Committee,  comprised  of  nine  par- 
ticipating physicians.     Employer's,  the  hospitals,  and  consumers  each  have  one 
non- voting  member  on  this  committee. 

The  following  organizations  participate  in  the  North  Central  Health  Protection 
Plan: 

•  Employer's  of  Wausau  Insurance  Company  -  Contracts  for  the  administration 
of  the  HMO,  including  marketing,  membership,  claims  processing,  provider 
relations,  accounting,  actuarial,  and  systems  support.    Employers  also 
assumes  risk  for  hospitalization. 

a  Marathon  County  Physicians  -  110  physicians  serving  Marathon  County  parti- 
cipate in  the  IPA.    Forty-five  of  these  are  in  one  large,  multi-specialty 
group  practice  which  contains  most  of  the  primary  care  physicians  in  Wausau. 
Although  the  County  Medical  Society  acts  as  the  organizing  force  and  focal 
point  for  the  participating  physicians,  the  HMO  contracts  with  each  indi- 
vidual physician  in  the  County. 

Developmental  History 

The  North  Central  Health  Protection  Plan  traces  back  to  the  late  1960 's,  when 
Employers  of  Wausau  was  approached  by  the  Marshfield  Clinic  to  discuss  a  joint 
HMO  venture.    Although  nothing  came  of  these  discussions,  the  insurer  continued 
to  investigate  HMOs,  spurred  primarily  by  pressure  from  employers  to  control 
health  care  costs.    Employers  studied  Kaiser  and  San  Joaquin,  and  talked  to 
Wisconsin  Physicians  Service  (Blue  Shield)  about  a  joint  venture.    These  investi- 
gations led  to  Employers  establishing  three  main  criteria  for  any  program  they 
would  develop: 

1)  There  must  be  no  disruption  of  the  physician/patient  relationship. 

2)  Subscribers  must  have  free  choice  of  physicians. 

3)  Physicians  must  remain  in  control  of  the  program. 

These  criteria  were  used  as  the  basis  to  design  the  North  Central  Health  Protec- 
tion Plan  in  conjunction  with  the  Marathon  County  Medical  Society.  NCHPP  became 
operational 'January  1,  1972. 


Subsequent  to  that  time  Employers  has  developed  four  other  health  protection 
plans,  one  each  in  Chippewa,  Eau  Claire,  Green  Bay,  and  Milwaukee.  Total 
enrollment  in  all  HPPs  exceeds  40,000. 

Contractual  Arrangements 

As  mentioned  previously,  NCHPP  is  essentially  a  contractual  arrangement  between 
Employers  of  Wausau  and  individual  physicians  practicing  in  Marathon  County, 
plus  ten  physicians  in  southern  Lincoln  County.    The  contracts  are  facilitated 
by  participation  of  the  County  Medical  Society. 

Under  the  arrangement  each  physician  agrees  to  the  following  obligations: 

1)  Submit  a  schedule  of  fees  for  the  following  year  at  least  60  days 
prior  to  the  beginning  of  the  year. 

2)  Accept  all  decisions  of  the  peer  review  committee. 

3)  Not  charge  Plan  members  for  amounts  not  paid  by  the  Plan  for  covered 

services. 


The  physicians  establish  an  operating  committee  which  effectively  manages  the 
Plan.    The  operating  committee  is  charged  with  reviewing  operations  and  recommend- 
ing changes  as  well  as  overseeing  the  activities  of  the  peer  review  committee. 
The  peer  review  committee  has  as  its  chief  function  monitoring  and  controlling 
utilization  of  all  health  care  services  under  the  program. 

The  following  chart  illustrates  the  flow  of  premium  within  the  NCHPP: 
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Within  the  two  funds  that  are  set  up  (physicians  fund  and  general  fund)  the 
participating  physicians  are  at  risk  only  under  the  physicians    fund.  Here 
10%  of  the  fees  paid  to  physicians  are  withheld  to  cover  any  deficits  incurred 
for  medical  services.     If  no  deficit  occurs,  the  10%  withheld  is  distributed  to 
the  physicians  at  the  end  of  the  year.     If  a  deficit  occurs  (after  application 
of  the  10%)  the  individual  physicians  are  billed  for  the  money.    The  physicians 
fund  does  not  support  the  general  fund  in  any  way. 

The  general  fund  covers  all  other  expenses,  including  drugs.    Hospitals  are  paid 
on  the  basis  of  charges.     In  addition,  the  general  fund  pays  the  physician  fund 
under  a  stop  loss  arrangement  for  medical  costs  in  excess  of  $3000  for  any  indi- 
vidual plan  member.    A  surplus  in  the  general  fund  is  returned  to  subscribers 
in  the  form  of  lower  premiums  or  more  benefits.    Any  losses  are  paid  by  Employers 
of  Wausau,  and  recovery  built  into  next  year's  rate. 

Neither  of  the  participating  physicians  interviewed  felt  that  the  10%  withheld 
constituted  "risk",  or  that,  in  any  event,  risk  would  influence  the  way  they 
practice. 

Enrollment  and  Premium 

Marketing  of  NCHPP  is  done  by  the  staff  of  the  Health  Care  Systems  Division  of 
Employers,  after  initial  employer  contact  by  a  traditional  E  of  W  representative. 
Marketing  to  employers  is  on  a  selective  basis,  the  program  being  offered  to  only 
those  groups  with  good  hospitalization  experience. 

In  addition,  an  enrollment  penetration  of  at  least  80-85%  is  required  in  a 
group  before  the  plan  will  be  offered.    All  groups  are  experience- rated. 

The  director  of  NCHPP  felt  that  the  enrolled  population  was  representative  of  an 
employed  population.    However,  given  the  above  underwriting  requirements,  and  the 
careful  selection  of  groups  marketed  to,  it  is  likely  that  the  enrolled  population 
is  probably  healthier  than  an  average  enrolled  population,  and  healthier  than 
most  HMO  populations. 

Premium  history  tends  to  reflect  this.     Pure  premiums  (that  is,  basic  premium 
for  the  benefits  before  adjustment  for  an  individual  firm's  experience)  has  gone 
from  $50  to  $94  for  a  family  contract  during  the  six-year  history  of  the  program. 
This  is  an  average  yearly  increase  of  14%. 

Financial  Experience 

NCHPP 's  financial  experience  must  be  viewed  in  terms  of  the  financial  experience 
of  its  two  funds ,  the  physicians  fund  and  the  general  fund. 

The  physicians  fund  incurred  a  deficit  in  two  of  the  six  years  of  operation  (1974 
and  1975) .    This  was  attributed  to  the  general  inflationary  leap  following  the 
lifting  of  wage/price  controls  in  1974,  along  with  a  revised  method  of  reporting 
claims  which  produced  an  unanticipated  increase  in  claims  volumes  and  charges. 
All  other  years  the  physicians  fund  has  enjoyed  a  surplus,  even  after  disbursement 
of  the  10%  withheld  from  payments  to  physicians. 


The  general  fund  is  a  different  story.     Here  Employers  has  incurred  an  annual 
deficit  of  15%  to  20%,  which  they  make  up  out  of  interest  earning,  etc. 
E  of  W  considers  this  loss  as  "not  intolerable." 

Utilization  and  Cost  Controls 

The  major  indicators  of  utilization  in  the  North  Central  Health  Protection  Plan, 
inpatient  hospital  days  and  admissions,  were  504  days/1000  and  112  admissions/1000 
in  1977.    These  result  in  an  average  length  of  stay  of  4.5  days,  at  least  2  days 
below  the  overall  average  LOS  in  Wisconsin  hospitals.    After  a  first  year  average 
of  552  days/1000,  NCHPP  has  never  gone  above  527  days,  and  in  1975  lowered  in- 
patient utilization  to  461  days. 

NCHPP  employs  the  following  utilization  and  cost  control  mechanisms: 

®  Benefit  limitations  -  Outpatient  Psychiatric  has  a  50%  copayment  and  a 
$500  maximum  benefit  per  calendar  year.    There  is  also  a  $250,000  maximum 
lifetime  benefit  per  person.    The  only  other  benefit  limitation  is  a  $50 
drug  deductible  per  person  per  year.     Employers  did  not  feel  that  copayments 
influenced  utilization. 

@  Fee  schedules  -  Each  individual  physician  is  required  to  submit  a  new  fee 
schedule  annually  to  the  fee  review  committee.    A  negotiation  process  ensues 

where  necessary. 

•  Concurrent  review  -  Each  physician  agrees  to  accept  admission  guidelines 
based  on  PAS  50th  percentile  for  all  their  admissions.     A  nurse  coordinator 
employed  by  the  hospital  monitors  admissions  for  compliance  and  notifies 

the  peer  review  committee  of  discrepancies. 

»  Retrospective  review  -  The  peer  review  committee  examines  hospital  admissions 
for  reasons  for  extensions  and  appropriateness. 

®  Ambulatory  peer  review  -  The  peer  review  committee  employs  an  Account  Profile 
Review  which  randomly  selects  subscribers  utilization  records  over  1-2  year 
periods.     Screened  chiefly  for  necessity,  appropriateness. 

©  Alternatives  to  inpatient  care  -  Employers  of  Wausau  advocates  a  progressive 
patient  management  concept  in  which  the  plan  will  cover  whatever  the  physician 
orders,  including  home  care  and  extended  care,  whether  or  not  the  contract 
specifically  covers  it,  as  long  as  it  is  in  the  patient's  and  program's 
best  interests. 

®  Feedback  to  physicians  -  Employers  has  a  sophisticated  management  information 
system  which  monitors  utilization  and  cost  experience  and  is  used  extensively 
to  influence  physician  practice  behavior.    Chief  reports  employed  for  this 
purpose  are  a  monthly  summary  report  on  all  physicians'  activities,  by  indi- 
vidual, and  a  monthly  status  report  on  the  physicians  fund. 

©  Preventive  care/health  education  -  These  are  an  integral  part  of  the  program, 
and  are  carried  on  chiefly  through  the  HMO  newsletter. 

o  Discharge  planning  -  Done  by  the  nurse  coordinator. 


Employers  of  Wausau  feels  that  the  two  key  control  mechanisms  are  the  peer  review 
activities,  in  particular  concurrent  review  of  hospitalizations  and  ambulatory 
review,  and  the  feedback  the  information  system  supplies  to  the  physicians  to 
enable  them  to  monitor/ control  the  program.    The  feedback  enables  the  physicians 
to  compare  their  practice  with  others  and  reinforces  good  practice  patterns  by 
putting  all  physicians  under  peer  scrutiny. 

Interviews  with  practicing  physicians  generally  supported  this  contention.  "Review 
is  a  way  to  get  a  physician's  attention.    Make  him  aware  of  alternatives."  How- 
ever, different  physicians  look  to  UR  to  solve  different  problems--  the  cost  versus 
quality  issue.     Review  in  Wausau  caused  two  physicians'  groups  to  split  when  some 
physicians  saw  how  their  peers  practiced  medicine. 

However,  some  bad  utilizers  cannot  be  educated.     Retroactive  claims  denial  and 
cash  out  of  pocket  can  serve  as  powerful  motivators  here,  according  to  the  inter- 
viewed physicians.     Neither  physician  interviewed  felt  that  the  10%  withheld  as 
"risk"  affected  the  way  he  practiced  medicine. 


! 
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Portage  County  Health  Guard  -  Stevens  Point,  Wisconsin 


Organizational  Structure 

The  Portage  County  Health  Guard  is  an  individual  practice  association-type  HMO 
serving  Portage  County  Wisconsin.     It  is  consumer-sponsored  with  6100  members 
enrolled  as  of  3/78.     Its  board  of  directors—all  of  whom  are  elected  annually 
by  the  membership  and  serve  without  compensation — is  recognized  as  the  HMO  by 
the  State  of  Wisconsin,  under  the  consumer  cooperative  laws.    Currently  there 
are  three  physicians  on  the  board. 

The  board  of  directors  appoints  administrators  who  contract  with  the  following 
organizations  to  deliver  HMO  services: 

0    Sentry  Insurance  -  Contracts  for  the  administrative  work  for  the  HMO, 
such  as  membership  services;  billing,  collecting,  and  disbursing 
premium;    processing  and  paying  claims;  monitoring  utilization; 
assuming  a  major  risk-taking  role  through  reinsurance;    and  providing 
approximately  70%  of  the  membership  from  Sentry  employees. 

®    St.  Michael's  Hospital  -  A  152  bed  acute  care  facility,  St.  Michael's 
is  the  only  hospital  in  Portage  County  and  supplies  local  inpatient  ser- 
vices to  Health  Guard  enrollees  (approximately  6-8%  of  admissions).  It 
has  a  minimal  risk  arrangement  with  the  HMO,  but  is  responsible  for 
some  of  the  utilization  controls  within  the  HMO. 


e    Portage  County  physicians  -  All  38  physicians  in  Portage  County  contract 
with  the  HMO  to  deliver  medical  services  to  enrollees.     70  to  75%  of 
medical  services  in  the  area  are  delivered  by  physicians  from  one  large 
multi-specialty  group  practice,  the  Rice  Clinic.    The  county  medical 
society,  though  instrumental  in  persuading  many  of  the  solo-practicioners 
to  join  the  HMO,  maintains  only  an  informal  relationship  with  the  HMO. 

«    Pharmacies  -  The  pharmacies  in  the  area  contract  with  the  HMO  for 
prescription  drugs  for  HMO  members  with  a  $2.50  copayment .     The  HMO 
pays  the  wholesale  cost  for  drugs. 

0    Other  Insurance  Carriers  -  The  HMO  operates  under  an  "open  carrier" 
arrangement  whereby  all  insurance  carriers  are  invited  to  participate 
and  offer  the  HMO  to  their  enrolled  groups.     At  the  present  time 
Blue  Cross  of  Wisconsin,  Wisconsin  Physician's  Service  (Blue  Shield),  and 
New  York  Life  participate  in  the  open  carrier  arrangement, 

Developmental  History 

Sentry  Insurance  Company,  the  largest  employer  (5100)  in  Stevens  Point,  was  the 
prime  motivator  in  developing  the  Portage  County  Health  Guard.     Sentry  cites  the 
following  reasons  for  their  involvement: 


1) 


They  have  a  substantial  health  insurance  business  and  are  interested 
in  Alternative  Delivery  System  experience. 


2)  "They  felt  a  successful  HMO  would  enhance  Sentry's  image  in  the  community. 

3)  They  felt  it  was  the  last  chance  the  medical  profession  would  have  to 
fashion  its  own  fate. 


Competition  was  not  cited  as  a  reason  for  developing  the  HMO.    However,  there  is 
a  preponderance  of  HMOs  surrounding  Portage  County  (Employers  of  Wausau,  Marshfield 
Clinic,  and  WPS).     The  Plan  adminstrator  acknowledged  that  expansion  by  Marshfield 
into  the  area  would  greatly  concern  the  local  doctors.     Sentry  took  an  IPA  pro- 
posal to  the  local  medical  society.    At  first  the  physicians  were  reluctant  to 
change  the  delivery  system  and  accept  risk.    They  finally  agreed  to  experiment  for 
a  year,  using  employees  from  Sentry  and  St.  Michael's  hospital.    The  HMO  became 
operational  1/1/73.    After  the  first  year  the  HMO  was  opened  to  other  Portage 
County  Employer  groups.     One  of  the  physicians  interviewed  cited  the  following 
reasons  for  the  physicians'  participation  in  the  HMO: 

1)  To  keep  the  federal  government  out 

2)  To  exercise  local  control  of  health  care  systems'  costs 

3)  To  assure  quality  through  local  control  and  participation. 


Contractual  Arrangement s 


As  mentioned  above  the  Portage  County  Health  Guard  is  essentially  a  series  of 
contractual  arrangements  between  the  HMO's  Board  of  Directors  and  Sentry 
Insurance,  St.  Michael's  Hospital,  Portage  County  Physicians,  and  local  phar- 
macies. 


The  following  chart  illustrates  the  flow  of  premium  among  the  parties 
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As  the  chart  illustrates  Portage  County  physicians  are  at  risk  for  7.5%  and  St. 
Michael's  Hospital  for  3%  of  every  billed  dollar.     The  funds  resulting  from 
withholding  these  amounts  are  applied  to  deficits  in  either  area  or  are  paid  as 
bonuses  if  a  surplus,  occurs.     If  the  funds  are  insufficient  to  cover  the 
deficit,  Sentry  pays  the  remainder  through  reinsurance. 

Sentry  Insurance  lias  taken  a  loss  every  year  on  its  reinsurance  agreement  with 
PCHG.     The  magnitude  of  the  losses  over  the  five  years  history  of  the  program 
are  not  known.     Despite  these  losses  the  amount  Sentry  withholds  for  reinsurance 
has  dropped  from  8%  to  7%  since  the  program  began.     The  reinsurance  is  in  the 
form  of  individual  stop-loss  at  $12,500  per  year  up  to  $1  million,  and  an  aggregate 
stop-loss  if  expenses  exceed  83%%  of  income. 

The  Health  Guard  also  contracts  with  local  pharmacies,  paying  the  wholesale  price 
for  drugs  after  a  $2.50  deductible.     Certain  specialty  care  unavailable  in 
Portage  County  is  referred  to  Marshfield  Clinic  under  a  formal  agreement. 

Indications  of  whether  risk  influences  the  way  physicians  practice  are 
mixed.    Neither  Sentry,  the  hospital,  nor  one  of  the  interviewed  physicians  felt 
that  the  7.5%  would  be  considered  as  risk  since  the  amount  withheld  was  less 
than  bad  debt  expense.    However,  the  other  physician  felt  that  the  amount  should 
be  lowered  to  5%.    And,  after  two  successive  years  ('75-' 76.)  when  the  plan  failed 
to  return  the  withheld  "bonus"  to  the  physicians  a  committee  was  formed  to  study 
utilization  and  other  factors  that  caused  the  losses.    This  study  resulted  in 
the  amount  withheld  dropping  from  15%  to  7.5%,  and  tighter  controls  placed  on 
referrals  going  out-of-area. 

Enrollment  and  Premium 

Portage  County  Health  Guard  currently  (3/78)  enrolls  6100  members,  just  over 
11%  of  the  county  population.     70%  of  the  contracts  are  Sentry  Insurance  employees. 
There  is  no  formal  marketing  program;    marketing  is  done  by  word-of -mouth. 
Participation  in  the  HMO  is  limited  to  employers  only,  and  they  must  have  at  least 
15  employees  to  offer  the  program. 

The  enrolled  population  is  comparable  to  other  employer  group  populations. 
Original  HMO  membership  (Sentry  and  hospital  employees)  was  healthier  than  the 
current  membership,  which  includes  other  firms'  employees.    This  may  be  due  to  the 
rather  substantial  premium  differences.     PCHG  costs  anywhere  from  $18  to  $30  more 
per  month  than  traditional  insurance  for  a  family  contract.    This  could  lead  to 
selection  bias  against  the  HMO. 

PCHG  employs  the  following  utilization  and  cost  control  mechanisms. 

»    Certified  Hospital  Admissions  Program  (CHAP)  -  This  program,  operated  by 
the  hospital,  screens  proposed  inpatient  admissions  for  necessity  prior 
to  the  admission.     It  makes  inpatient  beds  relatively  difficult  to 
obtain.     It  is  administered  through  a  nurse  coordinator  assigned  to  re- 
view all  requests  for  elective  admissions  of  HMO  members.     (There  are 
separate  nurse  coordinators  also  assigned  to  review  Medicare  and  WPS 
admissions).    Sanctions  against  unnecessary  HMO  utilization  include  charging 
the  physician  for  the  hospitalization. 


©    Concurrent  and  retropspective  review  on  admissions  and  length-of- 
stay  --  These  reviews,  which  are  sponsored  by  the  local  medical 
society  through  a  Medical  and  Surgical  Audit  Committee,  are  designed 
to  assess  quality  as  well  as  necessity  of  services  rendered.  The 
committee  meets  monthly. 

©    Prior  authorization  for  outside  referrals  --  Due  to  the  high 
number  of  referrals  to  providers  outside  of  the  service  area 
in  1975  and  1976,  PCHG  instituted  a  referral  control  program 
in  1977  whereby  participating  physicians  are  required  to  obtain 
authorization  prior  to  referring  HMO  patients  to  non-participating 
providers.    The  effectiveness  of  this  mechanism  is  suspect,  as 
referrals  per/ 1000  members  in  1977  were  substantially  above  1976 
levels  (94/1000  versus  77/1000  respectively.) 

©    Outside  specialists  at  risk  --  The  bulk  of  referrals  to  non- 
participating  providers  are  directed  to  the  Marshfield  Clinic.  In 
the  past  some  HMO  members  were  sent  there  only  to  be  captured  by 
the  Marshfield  doctors.     In  an  effort  to  give  Marshfield  some  in- 
centive to  practice  cost-effectively  and  reduce  the  drain  of  out- 
side referral  expenses,  PCHG  negotiated  a  risk  arrangement  with  Marsh- 
field whereby  7.5%  of  fees  are  withheld  from  payments  to  the  clinic. 

©    Use  of  CRVS  to  establish  fee  schedules  ~-  From  the  outset 

PCHG  adopted  the  California  Relative  Value  Scale  to  establish 
fee  schedules  for  participating  physicians.    PCHG  negotiates 
the  schedules  annually  with  the  County  medical  society. 

©    More  comprehensive  benefits  under  the  HMO  program  --  PCHG 

offers  an  extensive  range  of  ambulatory  benefits,  such  as  office 
visits,  examinations,  immunizations,  and  out-of -hospital 
diagnostic  benefits.     The  broad  benefit  package  was  cited  as 
one  of  the  main  reasons  for  the  attractiveness  of  the  HMO  to 
enrollees.    The  administrator  felt  that  it  gave  participating 
physicians  the  flexibility  to  choose  more  appropriate  modes  of 
care  (ambulatory  versus  inpatient) .     At  the  same  time  he  ex- 
pressed a  concern  that  the  high  number  of  referrals  of  HMO 
patients  may  be  due  to  the  broader  coverages.     In  his  opinion 
it  was  difficult  to  assess  whether  the  preventative  care  aspects 
of  the  package  contained  costs. 

®    Second  opinion  surgery       PCHG  endorses  second  opinion  surgery  for 
HMO  enrollees,  but  it  is  seldom  used  in  a  small  community  like 
Stevens  Point,  where  physicians  are  reluctant  to  disagree  with 
each  other. 

@    Feedback  on  cost  and  utilization  data  --  PCHG  supplies  monthly 
reports  to  each  participating  physician  on  how  they  and  the  HMO 
are  doing  in  terms  of  cost  and  utilization.     While  the  admini- 
strator felt  that  this  was  an  important  reminder  of  what  the 
HMO  was  all  about,  one  of  the  interviewed  physicians  felt  it 
had  not  influenced  physician  practice  patterns.    The  other  called 
it  "interesting". 


©    Physicians  placed  at  risk  -  None  of  those  interviewed  felt  that 
the  current  risk  arrangements  influence  physician  practice  be- 
havior in  any  way.     During  the  first  two  years  of  the  program 
all  or  part  of  the  amount  withheld  for  risk  (15%  at  that  time) 
was  paid  back  to  the  physicians.     The  physicians  viewed  the  pay- 
ment as  a  "bonus"  for  good  performance,  as  opposed  to  money 
rightfully  due.     However,  when  deficits  were  incurred  in  1975 
and  1976  the  physicians  became  very  concerned  about  the  loss  of 
their  "bonus".     Losses  were  blamed  on  anti-selection  in  the  en- 
rolled population  and  poor  premium  rating  by  Sentry.  Measures 
taken  to  mitigate  those  concerns  including  dropping  the  risk  per- 
centage withheld  from  approximately  15%  to  7.5%,  and  instituting 
formal  controls  on  out-of-plan  referrals. 

The  HMO  administrator  felt  that  the  pre-admission  certification  program  was 
the  most  important  cost  containment  mechanism  employed  by  the  HMO.     Early  in 
its  history  one  physician  was  required  to  pay  for  an  admission  and  the  Plan 
has  experienced  no  problems  ever  since. 


Rhode  Island  Group  Health  Association  -  Providence,  Rhode  Island 
Organizational  Structure  and  Developmental  History 

Rhode  Island  Group  Health  Association  (RIGHA)  is  a  staff  model  prepaid  group 
practice.     RIGHA  was  established  in  1968  with  the  primary  support  of  organized 
labor.     Because  no  legislation  regarding  the  operation  of  HMOs  existed  in 
Rhode  Island  at  the  time,  a  special  Act  was  passed  in  the  Rhode  Island  general 
assembly  to  create  the  Rhode  Island  Group  Health  Association,  Inc. 

RIGHA  began  operations  in  June  1971.     Although  over  the  next  eighteen  months 
enrollment  grew  to  9,800  members,  the  plan  experienced  severe  problems  in 
marketing,  finance,  management,  and  the  provision  of  services.     In  1973  the 
Prudential  Insurance  Company  of  America  approached  RIGHA  with  offers  of 
management  support  in  exchange  for  first  hand  experience  in  HMO  operations. 
Shortly  thereafter  it  was  agreed  that  Prudential  would  assume  day-to-day 
management  of  the  plan  on  a  contract  basis  and  loan  the  plan  $1.5  million. 
With  the  implementation  of  the  management  agreement  and  the  bolstered  financial 
situation,  RIGHA  began  to  solve  some  of  its  major  problems.    By  late  1974  a 
revised  marketing  strategy  was  developed  and  implemented,  additional  management 
had  been  recruited,  and  a  new  medical  director  had  been  hired. 

Following  enactment  of  the  HMO  Act  of  1973  RIGHA  became  the  first  HMO  in  the 
nation  to  be  fully  federally  qualified.    RIGHA  applied  for  and  received  a 
total  of  $1,542,000  in  grant  support  and  $2,500,000  in  loans  from  the  Depart- 
ment of  Health,  Education,  and  Welfare  under  the  authorities  of  the  HMO  Act. 
In  1975  the  Executive  Director  of  RIGHA  was  instrumental  in  the  drafting  of 
state  enabling  legislation  incorporated  in  the  Rhode  Island  Catastrophic 
Health  Insurance  Plan.     It  includes  mandatory  dual  choice  for  all  companies 
offering  a  health  benefits  plan,  even  if  it  has  only  one  employee. 

RIGHA  is  incorporated  under  Rhode  Island  state  insurance  regulations.  Although 
rate  increases  require  state  approval,  there  have  been  no  problems  in  securing 
requested  increases;  in  fact,  state  regulatory  authorities,  concerned  with  the 
continued  viability  of  RIGHA,  have  supported  all  increases.    RIGHA' s  major 
competition  is  from  Blue  Cross,  which  covers  85%  of  the  area's  employed  labor 
force.     RIGHA  competes  with  Blue  Cross  on  both  premium  rates  and  benefits; 
although  RIGHA' s  rates  tend  to  run  $15-20  higher  than  single  and  family  Blue 
Cross  rates,  benefits  are  broader.    Several  large  employee  groups  do  have 
competitive  rates.     In  the  prepaid  arena  competition  is  of  minor  significance: 
Blue  Cross  has  1800  enrollees  in  a  prepaid  plan  in  the  Bristol  area;  there  is 
a  small  prepaid  plan  in  Newport  with  700  members;  and  an  IPA  is  developing  in 
Blackstone  Valley. 

The  Board  of  Directors  for  RIGHA  contains  70  members  and  represents  a  broad 
spectrum  of  the  community.    The  size  of  the  Board  is  the  result  of  an  expansion 
designed  to  temper  the  early  heavy  influence  of  organized  labor.    One-half  of 
the  Board  members  are  members  of  the  plan.    The  large  size  of  the  Board  has 
permitted  many  influential  and  prominent  community  leaders  to  be  included 
among  the  Directors.    Operational  decisions  are  handled  largely  through  smaller 
standing  committees. 


Physician  recruitment,  which  had. been  a  problem  in  RIGHA's  early  days, 
improved  as  the  plan  gained  stature  in  the  community.    Acceptance  was 
enhanced  when  the  chief  of  surgery  at  one  of  the  Providence  hospitals 
joined  the  staff.    Although  RIGHA  now  advertises  nationally  for  physicians, 
50%  of  the  recruits  are  still  local.     Despite  success  in  recruiting  primary 
care  physicians,  the  plan  still  has  difficulty  finding  specialists. 

Contractural  Arrangements 

At  the  outset  RIGHA  had  considerable  difficulty  finding  a  hospital  with 
which  to  affiliate.    Finally,  St.  Joseph's  hospital  agreed  to  affiliate 
over  the  objections  of  its  staff  physicians.    Under  the  arrangement 
RIGHA  agreed  to  purchase  all  outpatient  services  from  the  hospital. 
Although  RIGHA  now  uses  five  of  the  seven  hospitals  in  Providence,  care 
is  primarily  provided  in  only  two  of  them.     None  of  the  hospitals  are 
at  risk  for  provided  services. 

Although  Blue  Cross  was  at  risk  for  RIGHA,  it  is  now  under  contract  to 
only  receive,  process,  and  pay  claims  for  the  plan.    RIGHA  does  enjoy  a 
3-8%  discount  for  hospital  billed  charges  under  this  administrative 
arrangement.    For  an  administrative  fee  Blue  Shield  covers  physician  re- 
ferrals based  on  usual  and  customary  charges. 

The  Prudential  is  currently  under  contract  to  provide  manageiaent  services.  In 
addition,  Prudential  carries  reinsurance  for  the  plan.    Seventeen  cents  per 
member  per  month  goes  to  reinsurance.    Coverage  pays  50%  of  any  hospital  claim 
between  $15,000  and  $50,000,  and  100%  of  hospital  claims  over  $50,000. 

RIGHA  has  24  full-time  equivalent  physicians  who  are  reimbursed  without  risk 
or  incentive  on  a  salaried  basis.    They  are  presently  employed  directly  by 
RIGHA.    Ten  physicians  are  employed  under  contract  on  a  part-time  basis, 
usually  on  a  capitated  basis.     RIGHA  has  fee-for-service  consultant  physician 
agreements  with  some  forty-five  principal  consultants  in  the  area. 


Payment  Flow 


BLUE  CROSS 
Administration  services 


PREMIUMS 


PRUDENTIAL  (RISK) 
Manageiaent  Services 
Reinsurance 


HOSPITALS 


PHYSICIANS 


Enrollment 


As  of  February  1,  1978,  enrollment  was  25,564.    Approximately  5,300  of  these 
are  enrolled  through  the  Warwick  satellite  office.    The  plan  anticipates 
28,000  enrollees  by  the  end  of  1978.     Breakeven  is  projected  at  33,000 
enrollees  in  June  1979. 

RIGHA  feels  the  demographics  of  its  members  do  not  reflect  those  of  a 
typical  employee  group.    They  feel  they  enroll  a  greater  number  of  single 
contracts  (55%  of  all  enrollments)  and  a  slightly  younger  population. 
In  addition,  RIGHA  perceives  a  shift  in  its  enrollment  from  blue  collar 
(reflecting  early  labor  support)  to  white  collar,  and  a  decreasing  average 
family  size0 


As  a  federally  qualified  HMO,  RIGHA  does  offer  open  enrollment.  Approximately 
800  current  subscribers  have  entered  the  plan  through  open  enrollment.  RIGHA 
has  noted  an  anti-selection  bias  from  the  open  enrollees  to  the  extent  that 
hospital  utilization  for  this  group  is  over  500  days/1000. 

RIGHA  experiences  a  gross  disenrollment  rate  of  3%/month.    They  don't  know 
how  many  may  then  reenroll  through  another  group.    Although  a  majority  of 
disenrollments  are  attributed  to  employment  transfers,  some  may  be  due  to 
rate  increases  and  the  relocation  of  RIGHA' s  main  outpatient  facility. 

Fee-for-service  accounts  for  about  5%  of  all  visits  to  RIGHA.     These  can  be 
largely  attributed  to  three  sources:    Several  physicians  formerly  in  private 
practice  brought  patients  with  them  to  RIGHA;  800-1000  people/month  drop  out 
of  the  prepayment  plan  but  continue  to  obtain  care  through  the  plan;  and 
50-70  people/month  come  in  off  the  street  to  receive  care  from  the  plan. 
Although  fee-for-service  care  can  help  fill  some  of  the  financial  gaps  for 
RIGHA,  the  plan  will  not  allow  fee-for-service  to  comprise  more  than  10%  of 
their  business  in  the  future. 

RIGHA' s  service  area  encompasses  the  entire  state  of  Rhode  Island  and  a  portion 
of  southern  Massachusetts.    The  population  residing  in  this  area  is  about 
1.2  million. 

Financial  Experience 

In  1978  RIGHA  anticipates  losses  of  $400,000  on  revenues  of  $10  million.  In 

1979,  with  a  12-13%  rate  increase  and  sustained  enrollment  growth,  the  plan 

may  realize  a  modest  surplus.    Current  long-term  debt  is  in  excess  of  $3.6  million. 


Premiums 


2- WAV 

3 -way 

Single 

Family 

Single 

2 -Party 

Family 

1971 

18.50 

43.80 

_ 

_ 

_ 

1975 

26.50 

63.50 

1977 

35.40 

85.50 

35.40 

70.80 

91.20 

1978 

39.20 

94.70 

39.20 

78.40 

101.00 

Utilization  and  Cost  Controls 

RIGHA  employs  the  following  cost  and  utilization  controls: 

®    Referral  controls  -  Referrals  made  by  RIGHA  physicians  require  that 

a  form  be  filled  out  authorizing  a  specified  number  of  visits.  Referrals 
do  not  require  approval  by  the  medical  director.     Referral  forms  are  sent 
to  the  consultant,  the  patient's  medical  record,  and  the  claims  depart- 
ment.    Referral  physicians  are  encouraged  to  utilize  outpatient 
facilities  to  perform  testing. 


Sixty  percent  of  all  inpatient  days  are  accounted  for  by  salared  RIGHA 
physicians.     Half  of  the  remaining  forty  percent  of  inpatient  days  are 
accounted  for  by  physicians  closely  affiliated  with  RIGHA.  Outside 
referrals  thus  account  for  20%  of  all  inpatient  days.  Non-RIGHA 
referral  physicians  cannot  hospitalize  RIGHA  patients  without  the 
approval  of  the  referring  doctor. 

®    Selection  of  Physicians  -  The  primary  criteria  for  physician 
selection  include: 

®  competency 

®    interest  in  seeing  patients 

©    ability  to  get  along  with  medical  group 

These  criteria  have  to  be  compromised  in  hiring  specialists  because 

selection  depends  to  a  great  extent  on  availability  and  the  ability 

to  relate  to  physicians  in  the  community  as  well  as  within  RIGHA. 

The  medical  director  felt  that  the  site  of  a  physicians 's  training 

does  affect  the  way  he  practices,  particularly  with  regard  to  specialists. 


Peer  Interaction  -  While  younger  physicians  seem  more  amenable  to 
group  practice,  they  also  seem  to  be  much  more  test  and  procedure 
oriented—probably  because  they  lack  experience  in  clinical  judgment. 
With  experience  and  effective  peer  interaction  the  medical  director 
felt  these  patterns  can  be  modified  over  about  a  two-year  period. 
He  feels  that  although  it  could  be  improved,  communication  and 
interaction  among  staff  physicians  is  pretty  good.    Questions  of 
ultimate  responsibility  for  patients  seem  to  be  primary  concerns 
among  specialists.    Differences  of  opinion  over  salaries,  which 
can  create  considerable  animosity  in  group  practice  settings,  has 
not  been  a  problem  at  RIGHA,  largely  because  the  medical  director 
encourages  physician  input  to  remuneration  schemes. 

Data  feedback  to  physicians  -  The  data  available  through  RIGHA' s 
information  system  includes  enrollment  figures,  hospital  admissions 
by  department,  hospital  costs  incurred  and  expected,  emergency  room 
utilization,  non-plan  physician  usage,  and  ambulatory  care  efficiency 
(number  of  patients  seen  one  hour) .     In  addition  a  thorough  financial 
statement  is  available.    Unfortunately,  most  data  is  7-8  months  old 
by  the  time  it  is  available.    Every  two  months  the  administration  re- 
views the  data  with  the  various  departments. 

Utilization  Review  -  Concurrent  review  exists  on  an  informal  basis  to 
the  extent  that  the  claims  "department  and  discharge  nurses  are  informed 
of  hospital  admissions  when  they  occur.    There  are,  however,  no  formal 
length-of-stay  parameters  for  RIGHA  patients  nor  any  mechanism  for 
physician  review  of  hospitalizations.    There  is  currently  no  retro- 
spective  review  program,  although  there  are  plans  for  development.  A 
recently  implemented  quality  assurance  program  concentrates  on 
aggregate  performance  of  physicians  but  may  uncover  aberrant  individual 
practice  patterns. 


Selection  of  enrollees  -  RIGHA  does  enroll  approximately  800  in- 
dividual non-group  members.     Membership  of  these  people  is  contingent 
upon  acceptable  health  status;  RIGHA  rejects  approximately  45%  of  these 
applications  on  the  grounds  of  poor  health  status. 

Ancillary  health  professionals  -  RIGHA  employs  both  nurse  practitioners 
and  physician  assistants.    Nurse  practitioners  are  used  in  all  depart- 
ments and  are  well  accepted  by  both  the  membership  and  staff.  Three 
physician  assistants  are  presently  employed,  two  in  urgent  care  and 
one  in  RIGHA' s  primary  health  care  site. 


Preadmission  testing  -  The  acceptance  of  preadmission  testing  varies  by 
hospital  in  the  Providence  area. 


•    Home  health  care  -  Home  health  care  is  a  covered  service  arranged  by 
hospital  discharge  nurses. 


•  Ambulatory  surgery  -  Ambulatory  surgery  is  not  widely  available  in  the 
community;  where  it  is  costs  are  relatively  high.    The  concept  is  not 
yet  widely  accepted  by  the  medical  community,  although  the  same-day 
center  at  Rhode  Island  Hospital  remains  very  busy. 

•  Others  -  A  staff  physician  identified  work  scheduling  as  an  incentive 
to  keep  hospital  admissions  to  a  minimum;  apparently  physicians  are 
required  to  see  hospitalized  patients  on  their  own  prior  to  the  day's 
first  scheduled  office  visit.    Thus,  the  greater  the  number  of 
hospitalized  patients,  the  earlier  the  physician  must  arise  to  make 
rounds.     Though  not  a  deterrent  for  necessary  admissions,  the  scheme 
does  seem  to  help  in  keeping  unnecessary  admissions  down. 

Hospital  discharge  planning  is  coordinated  by  discharge  nurses. 
Treatment  protocols  are  used  in  ambulatory  settings  by  nurse 
practitioners  and  physician  assistants. 

Most  Effective 

The  medical  director  felt  the  major  mechanisms  for  eliminating  unnecessary 
utilization  and  reducing  costs  were: 

•  data  feedback  to  physicians  to  foster  healthy  peer  pressure  and 
change  behavior. 

•  identification  of  appropriate  substitutes  for  hospital  care  and 
facilitating  their  use  among  plan  physicians. 

The  administration  feels  that  the  major  factors  include: 

e    ability  of  RIGHA  to  bring  on  full-time  specialists  (e.g.,  orthopedic 
surgeons)  and  decrease  the  current  fee-for-service  money  drain  for 
their  services. 

«    hospital  discharge  planning 

o    the  ease  with  which  the  medical  staff  can  get  along  with  each  other 
and  the  plan  administration. 
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Physician's  Reimbursement 
Background  Statistics 


What  is  the  current  Membership?  

What  was  enrollment  at  end  of  1976? 

1975? 

1974? 

1973? 

1972? 

1971? 


What  are  the  age  and  sex  distributions  of  your  enrolled  population? 

M  F  Total 

Under  5       

5-9       

10-14       

15-19       

20-34       

35-49       

50-64       

65  + 


What  is  the  type  of  contract  (single/family)  distribution  for  your  enrolled 
population? 

Single  Family 
No.  of  Contracts    

A.  What  is  your  average  family 
size? 

B.  Do  you  know  the  type  of  contract  distribution  and  average  family  size  for 
large  insurers  in  the  community?  


|  For  Group  Practice  Planj 

What  are  the  average  number  of  HMO  enrollees  per  participating  physician? 


6.     How  does  enrollment  breakdown  by  individual  buyer  groups? 

No.  or  % 

Employers 


Medicare 
Medicaid 

Individual  subscriber 
Other? 


7.      Do  you  have  any  statistics  on  the  length  of  time  people  have  been  enrolled 
in  the  HMO? 


No, 


1  year 

1-  2  years 

2-  3  years 
>>  3  years 


{if  Community  Rated] 

8.      What  are  your  present  single  and  family  rates? 

Single    Family   


A.      What  is  the  history  of  your  rate  increases? 

i 

1     1977          1976         1975  1974          1973  1970 

Single  j             


Family             

[If  Experience  Rated? 

9.    Could  you  give  the  range  of  single  and  family  rates,  or  an  average  of 
the  two,  for  your  HMO? 

Single    Family   


A.      How  have  these  changed  historically? 


10.     What  is  the  inpatient  hospital  utilization  rate  for  HMO  enrollees? 


Historical 

1977  1976        1975'  1974  1973  1972 


Days/1000 


11.     Within  the  hospitals  you  use,  what  percentage  of  each  hospitals  admissions  and 

inpatient  days  are  represented  by  your  HMO  enrollees?     (Identification  optional) 

Hospital  #1  2  3  4  5 

Admissions 


Inpatient  Days 


12.     How  many  admissions  did  you  have  in  1977  for  the  following  categories? 

Total   

General  Medical 

Surgery 

T+A   

Hysterectomy 
Cholcystectomy 

Obstetrical 

Other 


13.   What  is  the  percentage  of  admissions  by  specialty? 

GPs  and  FPs  __.  % 

Internists   % 

OB-GYN  % 

Peds  % 

Surgeons   % 

Other  specialists   % 


% 


14.   What  is  the  average  occupancy  rate  and  per  diem  of  the  hospital  (s)  you  use? 

(Identification  optional  J 

Hospitals  Occupancy  Rate  Per  Diem 

1. 

2.  

3.   

4.   

5.  

6. 


If  GPP  with  FFS 


15.    How  many  prepaid  and  f ee-f or-service  clinic  visits  do  you  have  annually? 

Prepaid  Visits/year 

"Fee-for-service   Visits/year 


Id,   How  many  PTE  physicians,  by  specialty? 

No. 

Internists   

GPS/FPs   

Ob/Gyn's   

Peds   

Surgeons  .  

Other  .  


Total 


Historical  Information 

1.  What  was  operational  date  of  HMO? 

2.  Could  you  briefly  describe  the  HMO's  historical  development? 


3.     What  do  you  consider  to  be  the  most  important  factor (s)  in  the  HMO's  success 
  Commitment  of  medical  group 


Commitment  of  sponsor 


Marketing  success 


Utilization  control  program 


□  Management  expertise 


[U  Other 


4.     What  were  your  major  problems  in  developing  the  HMO? 

□  Administrative 

Medical  group 

Legal  requirements 
j    | Financing 

Marketing  

O Facilities  

EUcommunity  Oppositions  

[^Provider  opposition 

DManagement  capability   


I. -2 


5.    How  have  state  and  federal  laws  (esp.  HMO  Act)  affected  the  HMO 


Organization 


What  are  the  structural  components  of  the  HMO?    The  participating  organizations. 

  Medical  group  or  foundation 

  Hospital 

  Sponsor  

  Insurer  

  Board 

  Other  (identify)  


Are  any  of  the  components  of  the  HMO  are  for-profit  organizations? 

  None 

Medical  Group 

  Insurer 

  Hospital 

  Administrative  services 

  Other  (identify)  


How  many  representatives  on  HMO  Governing  Board  from: 

No. 

Hospital    Physician 

Providers   

Consumers 

Business 

Unions 

Administration 

Other  

What  is  the  history  of  the  physicians  group  at  the  HMO?   


II. -2 


II.    Qualified  Questions 

[For  GPP} 

5.  Do  you  have  any  satellite  clinics  or  mobile  units?         Yes   No 

If  yes,  do  they  heve  separate  physician  staffs  or  rotate  from  the  main  center? 

  Separate  Staff 

  Rotate 

  Other  

For  an  I PA 

6.  What  percent  of  your  participating  physicians  are  in  multispecialty  groups 
of  5  or  more  physicians. 

 % 

For  IPA] 

7.  Does  the  IPA  have  other  responsibili i;ies  besides  HMO? 

Foundation  has  PSRO  responsibilities 
Others 


III.  Marketing/ Enrollment 

1.     What  is  the  HMO's  service  area? 


A.     Estimated  population 


2.     Does  your  enrollment  reflect  the  demographic  characteristics  of  the 
community  at  large? 

Yes  No  Don't  know 


A.     If  no,  how  do  they  differ? 

HMO  has:  _  older  younger 

  more  single  contracts  more  family  contracts 


smaller  family  size    larger  family  size 

more  males  more  females 

other 


3.     Do  you  have  any  measures  or  indicators  of  enrollee  income  or  relative  economic 
status? 


4.     Is  there  any  indication  of  anti-selection  in  the  enrolled  population? 

Yes   No    Don '  t  know 

a)  What  are  the  indicators? 
  Pre-existing  conditions 

Certain  diagnoses   

Other 


b)  What  caused  this  anti-selection? 


Do  you  have  an  open  enrollment  period  for  the  community?    Yes    No 

A.  When?  

B.  For  how  long?   

C.  What  percent  of  your  total  enrollment  represents  open 
enrollment  subscribers?   % 

D.  Have  you  noted  anti-selection  bias  from  open  enrollees?  u,Yes   No 

E.  If  yes,  have  you  determined  to  what  extent? 


6.  What  is  the  average  number  of  disenrollments  you  have  each  month? 
A.     Do  you  consider  this  high,  average,  or  low? 

|    |  Low 


High  |    |  Average 


B.     Why  do  you  think  these  subscribers  disenroll? 


III.    Qualified  Questions 


For  GPP 


7.     What  is  the  FFS  base  of  the  clinic?    How  do  you  define  this? 


|For  FFS  GPP 

8.     Are  physicians  aware  of  which  patients  are  pre-paid  and  which  are  fee-  for-serv 
Yes  No 


IV.  Benefits 


4.      Do  you  have  a  brochure  or  benefit  description  we  may  take  with  us? 
Yes  No 


If_not_,  please  describe  benefits  and  limitations  for  the  following: 


a. 

IP  Hospital 

b. 

Ambulatory 

c. 

Maternity 

d. 

Out-of-area 

e. 

Emergency 

f. 

Mental  Health 

g. 

Drugs 

h. 

Exclusions 

i . 

Extended  care/skilled  nursing  care 

Home  Health  Services 

5.      If  you  exclude  certain  services  from  coverage,  which  are  they? 


6.      Has  your  benefit  package  been  changed  over  time?   Yes   No 

A.      If  so,  how  and  why?   . 


7.     What  servicing  and  reimbursement  arrangement  have  you  made  with  outside  con- 
tractors for  the  following  services? 


Organization 

Lab 

•  Reimbursement  Arrangement 

X-ray 

Home  health 

Pharmaceutical 

SNF 

V.  Rates 

1.     Do  you  community  rate  or  experience  rate  your  HMO? 

  Community  rate 

  Experience  rate 

  Both 

Other 


2'     How  do  your  existing  rates  compare  with  existing  indemnity  and  prepaid 
coverage  available  in  the  community? 

Indemnity  Prepaid 

_  Higher   What  %?  What  %? 

.      About  the  same  _    

Lower  What  %?   What  %? 


VI.  Competition 

1.     Are  there  other  HMOs  in  the  service  area? 
  Yes   No 

A.     If  yes,  please  briefly  describe 
Type 

Membership 

Age  t  

Sponsors  

How  much  of  a  competitive  threat  


2. .  jlf  other  HMO  in  area| 


Do  you  view  your  chief  competition  in  this  area  to  be  from  the  other  HMO(s) 
or  from  the  fee-for-service  sector? 

 HMO   FFS 

A.    Does  this  competition  manifest  itself  in  rates  or  benefits? 

rates   both 

benefits  neither 


VII. 


Finances 


1 .  Does  the  HMO  have  sources  of  revenue  other  than  enrollment  fees? 

  Loan-Source?  

  Grant-Source?  

Copayments 

  Fee-for-service 

  Donations 

Other 


2.         Have  you  reached  break-even  enrollment  yet? 

 Yes   No 

If  not,  what  do  you  project  break-even  enrollment  to  be? 


If  so,  at  what  enrollment  level  did  you  reach  break-even? 


3.         What  is  your  financial  experience  with  inpatient  ana  outpatient  hospital 
care?    See  Table  #1. 


What  past  actions  has  the  HMO  taken  in  response  to  cost  pressures? 
  Raised  rates 

  Renegotiated  physicians  contracts 

  Imposed  utilization/cost  control  mechanisms 

Other 


Average  cost 
■  per  inpatient 
day 

i 

Total  in- 
patient 
days 

Percent  of 
total 

.expenditures 

Actual  dollar 
spent 

Percent  of 

total-' 

r1 location 

Total  premium 

dollars 

allocated 

Inpatient  in  area  care  ordered 
by  the  HMO 

Inpatient  in  area  care  ordered 
by  referral  physicians 

Inpatient  out-of-area  care 

SUBTOTAL  ; 

Outpatient  care  in  area 
ordered  by  HMO 

Outpatient  care  in  area 
not  ordered  by  HMO 

Outpatient  care  out-of-area 

TOTAL 

VIII. 


Physician's  Contract 


1.     What  are  the  compensation  arrangements  between  the  HMO  and  the 
physician's  group? 


Straight  capitation 

Modified  fee-for-service  (  %  withheld  for  risk) 

Direct  fee-for  service 

Salary 

Mixed 

Other 


2.    What  is  the  history  and  original  rationale  for  financial  arrangements 
with  physicians,  and  what  changes  have  occurred  over  time?  


3.     Do  compensation  arrangements  differ  among  physicians  in  the  group? 
 Yes   No 

If  yes,  how?  


4.     In  general,  what  is  the  approximate  percentage  of  physician  income 
derived  from  the  HMO?   % 

A.    How  does  this  differ  for  the  following  specialty  areas: 

Primary  care  physician   

Surgeons 

Other  specialists   


VIII. -2 


5.     What  are  compensation  arrangements  between  the  medical  group 
(Foundation)  and  individual  physicians? 

Salary 

 Productivity  incentives  (billings,  procedures,  etc.) 

Fee- for- service 

Capitation 

Other 


VIII .     Qualified  Questions 


6*     [For  IPAj       How  is  IPA  paid  by  HMO? 
Aggregate  capitation 
Billings,  with  or  without  discount 
Other 


A.     If  a  fee  schedule  is  used,  how  is  it  arrived  at? 


B.     If  not  UCR,  how  does  it  compare  to  UCR  fee  schedule? 


IX.     Hospital  Contract 

1.    How  many  hospitals  in  the  area  do  you  contract  with? 
All  Number  Size 


A.     If  not  all,  what  criteria  was  used  to  select  them? 

Low  cost 

  Sponsor  of  HMO 

  Availibility 

Other 


B.    What  does  the  contract  cover? 

  Reimbursement  ____  Grievances 

  U.R.  Review   Other  

Quality  assurance 


2.  What  is  the  basis  for  reimbursing  hospitals? 

 Capitation  on  number  of  beds  

Purchased  a  block  of  beds 

Fixed  per  diem  or 

 Cost  or  billed  charges,  less  discount 

 Cost  or  billed  charges 

 Other  

3.  Does  the  hospital  in  any  way  limit  the  number  of  beds  available  to 
the  HMO?    Yes   No 

If  yes,  how?  


IX. -2 


4.     How  does  the  HMO/hospital  arrangement  affect  the  hospital's  concern  with 
utilization?    Are  there  any  attempts/programs  by  thehospital  to  directly 
control  or  influence  utilization  by  HMO? 

Yes   No 


If  yes,  describe 


5.     How  does  the  reimbursement  arrangement  affect  the  HMO  physician's  concern 
with  hospitalization? 

Increase  concern 
Decrease  concern 
  Does  not  influence  hospitalization  decisions 


Risk  Arrangements 
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1.      What  %  of  your  current  premium  is  allocated  to  reinsurance? 

A)  How  has  this  %  changed  over  time? 
Currently  higher 

The  same 
 Lower 

B)  If  higher,  how  much  higher?  


2.      What  portion  of  the  risk  is  reinsured?    Please  describe 


Hospitalization  

All  Services  

Out  of  Area  

 Referral  Services 

Other  

3«     Are  you  satisfied  with  or  would  you  like  to  modify  present  risk  sharing  agreements? 


A)     If  so,  how? 


X.-3 


X.     Qualified  Questions 
|Tf  medical  group  is  at  risk} 

4P    Are  any  of  the  individual  HMO  physicians  at  risk? 
 Yes   .  No 

A,     Which  physicians  are  directly  at  risk,  and  how? 

  Primary  care  only  

Specialists  


XI.    Utilization  Controls 


1.     Which  of  the  following  cost-containment  methods  do  you  employ? 

  Limits/controls  on  referrals    referral  admissions 

  Pre-admission  certification 

  Other  admission  controls  

  Concurrent  review   admission   LOS 

Retrospective  revies  admission  LOS 

  Feedback  to  physicians  on  cost  and  utilization  data 

  Pre-existing  conditions  screening 

  Exclusion  of  certain  services  

  Deductibles/copayments  on  certain  services 

  Physician  extenders  and  other  paraprof essionals/ancillary  personnel 

  Preventive  care  programs 

  Pre-admission  testing 

  Ambulatory  surgery 

  Discharge  planning 

Home  health  care  programs 

Pre-surgery  review  (Second  Surgical  Opinion) 

Treatment  protocols  

  Contracted  relationships  with  outside  specialists  

Other 


A.  Do  some  of  these  apply  to  some  specialists  and  not  to  others? 
  Yes   No 

If  yes,  please  explain  

B.  Which  controls  are  more  and  which  are  less  important  in  controlling 
utilization? 

More  important   


Less  important 


What  capabilities  do  you  have  to  track  and/or  feed  back  utilization  to 
your  physicians?     (information  systems) 

A,    What  is  the  nature  of  sucli  data? 


B.    To  what  extent  is  it  automated?    In  which  areas? 


XII .     Utilization  Experience 


1.     How  successful  have  you  been  in  meeting  your  target  goals  for  inpatient 
hospitalization?    successful  unsuccessful 


A.     If  unsuccessful,  by  how  much?  

why?  

2,     Do  you  establish  utilization  goals  for  other  services?   Yes   No 

A.     If  yes,  which?    


3.     Do  you  have  any  diagnosis- specif ic  utilization  rates  within  the  HMO? 
  Yes   No 

A.  Outside  of  the  HMO?    Yes   No 

B.  If  yes,  how  do  they  compare?  


4.     Do  you  think  there  is  a  correlation  between  length  of  time  enrolled  and 
need  for  hospitalization?   Yes   No 

A,     If  yes,  on  what  is  this  based?  


5.     What  percent  of  inpatient  admissions  in  area  are  from  referral  physicians, 
i.e.,  physicians  outside  of  the  HMO?   % 

A.    What  percent  of  total  days  do  the  referral  physicians  account  for? 

% 


XII. -2 


6.     How  do  you  define  an  inpatient  day? 

Include  or  exclude  out -of -area? 

Are  newborns  separate  days  or    counted  as  part  of  mother's  stay? 

  Include  or    exclude  psychiatric  patients 

  Include  or    exclude  pre-admission  testing  days 

  Include  or    exclude  same  day  surgery  days 

Other 


A.     How  do  you  define  the  population  denominator? 

 Average  of  12-month  period   Other 

End  of  month  total 


7.    Are  there  any  diagnoses  or  procedures  you  perform  on  an  impatient 
basis  today  which  you  feel  could  be  done  on  an  ambulatory  basis, 
but  that  would  not  be  an  acceptable  mode  of  practice  in  the 
medical  community?  Yes  No 

A.     If  yes,  what  are  they?  


B.     In  what  ways  would  the  HMOs  be  vulnerable  if  it  practiced  in 
these  unconventional  modes? 


XII. -3 


XII .     Qualified  Questions 

If  GPP  with  FFSj 

Do  you  have  any  indications  of  your  inpatient  hospital  utilization 
rate  for  FFS  population?  Yes  No 


A.     If  yes,  describe 
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XIII.    Medical  Director — General  Background 


1.     How  is  the  Physician's  Group  (IPA)  organized? 

  Limited  partnership 

  Full  partnership 

  Sole  proprietorship 

Other 


2.     Are  there  limitations  placed  on  physician  activities  within  the  HMO? 

 %  of  time  must  be  devoted  to  HMO 

 %  of  income  from  fee-for-service 

Rotational  assignments 

Other 


3.     How  well  do  doctors  get  along  within  the  HMO? 


How  well  do  specialties  get  along  with  the  HMO? 


4.     Do  you  have  any  difficulty  in  recruiting  physicians?   Yes   No 

If  Yes,  please  explain  


5.     What  is  physician  turnover  rate  in  HMO? 


A.  Do  you  consider  this  to  be:  high?  moderate?  low? 

B.  If  high,  what  is  the  reason  for  this?  


XIII. -2 


6.     Who  qualifies  to  do  surgery  in  the  HMO? 
  Surgeons  only 

  Primary  care  doctors  for  minor  surgery 

Other 


7.     Is  there  a  continuing  education  program  for  physicians? 

 Yes 

No 


XIV.    Medical  Director--HMO  Relationship 


1.     What  prompted  the  physician  group  (or  medical  society)  to  form  or 
participate  in  an  HMO? 


2.     What  is  the  general  attitude  of  the  participating  physicians  toward  the  HMO? 


Would  they  consider  it  as  an  established  program  or  still  experimental? 
  established    experimental 


3.     Do  you  think  the  HMO  has  had  an  effect  on  the  cost  of  health  care  in 
your  service  area? 

  Yes  No  Unknown 


If  yes,  how? 


4.     In  your  opinion,  what  percentage  of  the  total  hospital  days  used  in 
this  community  are  probably  unnecessary? 

<10%  30-40% 


10-20%  40-5-% 


20-30%  >50 


5'    Z~tT iSfi6d  With  °r  W°Uld  y°U  t0  m0dify  P«»«-t  risk-sharing 


agreements. 

  Yes    No 

If  so,  how? 


Medical  Director—Reimbursement  Arrangements 


1.    What  are  compensation  arrangements  between  the  medical  group  (Foundation) 
and  individual  physicians? 

  Salary 

Productivity  incentives  (billing,  Procedures,  etc.) 
Fee-for-service  (with  or  without  discount) 

  Capitation 

Other 


2.    Are  there  any  differences  in  reimbursement  methods  for  different 
physicians  in  the  HMO? 

Yes  No 


If  so,  what  are  they  and  what  is  their  rationale? 


3.     In  general,  that  is  the  approximate  percentage  of  physician  income  derived 
from  the  HMO? 

How  does  this  differ  for  the  following  specialty  areas? 

Primary  care  physicians  

*  ■ 

Surgeons  

Other  specialist  


XVI.  Medical  Director—Utilization  Controls 


1.    What  do  you  perceive  to  be  the  relative  effectiveness  of  utilization 
controls  you  have  in  place,  from  most  effective  to  least  effective? 

Most  effective   ___„ 


Least  effective 


2.     How  are  hospital  utilization  rates  used  in  management  decisions? 
Describe  process  


3.     Do  you  feel  that  the  hospital  exerts  any  pressures  to  either  shorten  or 
extend  a  patient's  stay? 

  Shorten    Extend    Neither 

A.     If  extend,  how?   


B.     If  so,  what  does  this  contribute  to  utilization  rates? 


If  Utilization  Review 

4.   Do  you  have  a  UR  Committee  with  the  HMO  or  physician's  orgainzation,  or 
do  you  rely  on  the  hospital's  UR  Committee  for  inpatient  review? 

  In-house 

Use  Hospital's 
  Both 

Other 


XVI. -2 


5.    If  In-house  UR  Committee| 

What  is  the  composition  of  UR  Committee? 


A.  How  frequently  does  it  meet?  

B.  What  kinds  of  actions  does  it  take? 


6.     For  Concurrent  UR  Review 


What  actions  are  taken  when  a  physician  exceeds  initial  LOS  criteria? 


7.    [if  Concurrent  Review  is  Used) 

How  do  you  establish  your  length-of-stay  perameter? 


8.  |If  HMO  has  Preventive  Care  Programs 

In  your  opinion  how  important  are  programs  in  preventive  care  in 
containing  costs? 

Very  important 

  Somewhat  important 

  Minimally  important 

9.  (if  HMO  Provides  Feedback  to  Physicians} 

In  your  opinion  how  important  is  cost  and  utilization  feedback  to 
physicians  in  controlling  costs? 
Very  important 

  Somewhat  important 

  Minimally  important 


XVI. -3 


10.     What  utilization  control  mechanisms  do  you  have  for  ambulatory  care? 
Periodic  chart  review 
Other 


A.    Who  does  chart  reviews? 


11.     Is  there  any  indication  of  anti-selection  in  the  enrolled  population? 
Yes  No  Don't  know 

A.     If  yes,  what  are  the  indicators? 
Pre-existing  conditions 
Certian  diagnoses 

Other  .  ,  


B.     What  causes  this  anti-selection? 


12.     What  is  the  impact  of  utilization  and  cost  controls  on  quality  of  care? 


A.    At  what  point  would  accountability  for  cost  influence  quality? 


XVI. -4 


Are  there  any  diagnoses  or  procedures  you  perform  on  an  inpatient  basis 
today  which  you  feel  could  be  done  on  an  ambulatory  basis,  beat  that  would 
not  be  an  acceptable  mode  of  practice  in  the  medical  community? 

 Yes   No 

A.     If  yes,  what  are  they?_  


B.     In  what  ways  would  the  HMO  be  vulnerable  if  it  practiced  in  these 
unconventional  modes?  


XVI.    Qualified  Questions 


14,      jl f  GPP 

Do  you  apply  utilization  controls  to  FFS  patients  as  well  as  prepaid? 
Yes  No 


15  .  [For  I  PA  J 

How  do  you  maintain  incentives  for  utilization  control  in  a  large  physician 
group? 


Individual  Physician — General  Background 


Table  2 

1.  How  long  have  you  been  with  HMO? 

2.  fFor  PPG 

Where  did  you  practice  prior  to  joining  HMO? 

  In-hospital  residency 

  Solo  FFS 

  Group  FFS 

_____  Hospital  staff 
  Other 

3.  Why  did  you  join  the  HMO?  


4.     Do  you  currently  hold  or  have  you  ever  held  an  administrative 
position  within  the  HMO?  Yes  No 

A.     If  so,  what?  


5.  What  porportion  of  your  income  is  derived  from  HMO  patients?  % 

6.  How  many  HMO  patients  do  you  have?  

  Don't  know 

A.     What  percent  of  your  practice  does  this  represent? 
All  %  Doesn't  know 


7.     What  is  the  general  attitude  of  participating  physicians  toward 
the  HMO? 


8.     How  well  do  doctors  get  along  within  the  HMO? 


A.     How  well  do  specialties  get  along  within  the  HMO? 


9. 


Are  you: 

Board  certified? 
Board  eligible? 


XVII-2 


10.     For  specialist 


Where  did  you  receive  your  specialty  training: 


A.     When  did  you  finish? 


11.     Do  you  use  a  problem-oriented,  chronological,  or  other  type  of 
medical  records  system? 
Probl em-oriented 

  Chronological 

  Other  (describe) 

A.     Does  this  medical  record  system  facilitate  utilization  control? 
Yes  No 


XVII.     Qualified  Questions 


If  Individual  Physicians  are  at  Risk 

12.   Are  you  satisfied  with  or  would  you  like  to  modify  present  risk-sharing 

agreements?    Satisfied    Not  satisfied 

A.     If  not  satisfied,  what  would  you  change? 


For  Surgeon 


13.    Is  there  sufficient  demand  for  your  services  within  the  HMO?   Yes   No 

A.  How  many  cases  do  you  do  per  week? 

B.  How  many  hours/week  in  the  operating  room? 

C.  Is  this  more  or  less  than  you  spent  in  the  operating  room  prior  to 
joining  the  HMO?  More  Less 


XVIII.     Individual  Physician--Hospitalization 


1.     How  many  HMO  patients  do  you  hospitalize  in  a  month?  

A.  How  many  total  patients  do  you  hospitalize  in  a  month?  

B.  What  is  the  average  number  of  patients  you  have  in  the  hospital 
at  any  one  time?  


2.     Do  you  feel  that  the  hospital  exerts  any  pressures  to  either  shorten 
of  extend  a  patient's  stay? 

  Shorten    Extend   Neither 

A.     If  so,  how?  


XIX.     Individual  Physicians--  Practice  Patterns 


1.     Do  you  perceive  any  difference  in  the  way  you  presently  practice  medicine 
as  compared  to  how  you  used  to  practice  before  joining  the  HMO? 

 Yes    No 

A.     If  yes,  how  does  it  differ?  


|lf  Individual  Physician  is  at  Risk  "for  HMt)| 

2.     How  does  your  awareness  of  being  at  risk  for  services  manifest  itself, 
if  at  all,  in  the  way  you  practice  medicine? 


If  Individual  Physicians  Have  Incentives 

3.     What  difference  does  having  incentives  make  on  the  way  you  practice? 


[If  In-house  UR  Committee 


4.     What  influence  does  UR  Committee  have  on  the  way  you  pracitce? 


If  HMO  Provides  Feedback  to  Physician 


5.     Does  the  feedback  you  get  on  cost  and  utilization  affect  the  way  you 
order  services?  Yes  No 


XIX-2 


6.     What  do  you  perceive  to  be  the  relative  effectiveness  of  utilization 
controls  you  have  in  place,  from  most  effective  to  least  effective? 

Most  effective 


Least  effective 


7.     Do  you  apply  utilization  controls  to  FFS  patients  as  well  as  prepaid? 
Yes  No 


8.    What  is  the  impact  of  utilization  and  cost  controls  on  quality  of  care? 


A.     At  what  point,  if  any,  would  accountability  for  cost  influence 
quality?  


9.     Is  there  any  indication  of  anti-selection  in  the  enrolled  population? 
Yes  No  Don't  know 

A.     What  are  the  indicators? 

  Pre-existing  conditions  

  Certain  diagnoses  ^_ 

Other 


B.     What  caused  this  anti-selection? 


XIX. -3 


10.    Are  there  any  diagnoses  or  procedures  you  perform  on  an  inpatient  basis  today 
which  you  feel  could  be  done  on  an  ambulatory  basis,  but  that  would  not  be 
acceptable  mode  of  practice  in  the  medical  community?    Yes    No 

A.     If  yes  what  are  they?   


B.     In  what  ways' would  the  HMO  be  vulnerable  if  it  practiced  in  these 
unconventional  modes? 
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